UNITED STATES POSTAL SERVICE REFORM: 
THE INTERNATIONAL EXPERIENCE 


JOINT HEARING 

BEFORE THE 

SUBCOMMITTEE ON POST OFFICE 
AND CWlh SERATCE 

OF THE 

COMMITTEE ON 
GO\TERNMENTAL AFFAIRS 
UNITED STATES SENATE 

AND THE 

SUBCOMMITTEE ON THE POSTAL SERVICE 

OF THE 

COMMITTEE ON 

GOVERNMENT REFORM AND OVERSIGHT 
U.S. HOUSE OP REPRESENTATIVES 

ONE HUNDRED FOURTH CONGRESS 

SECOND SESSION 


JANUARY 25, 1996 


Printed for the use of the Committee on Governmental Affairs and the 
Committee on Government Reform and Oversight 



U.S. GOVERNMENT PRINTING OFFICE 
22-4 18 cc WASHINGTON : 1996 


AUTHENTICATED 
U.S. GOVERNMENT 
INFORMATION ^ 


For sale by the U.S. Goveniiiient ftinting Office 
Superintendent of Documents, Congressionai Sales Office, Washington, DC 20402 
ISBN 0-16-052624-8 


COMMITTEE ON GOVERNMENTAL AFFAIRS 


TED STEVENS, Alaska, Chairman 


WILLIAM V. ROTH, JR., Delaware 
WILLIAM S. COHEN, Maine 
FRED THOMPSON, Tennessee 
THAD COCHRAN, Mississippi 
JOHN McCAIN, Arizona 
BOB SMITH, New Hampshire 
HANK BROWN, Colorado 


JOHN GLENN, Ohio 

SAM NUNN, Georgia 

CARL LEVIN, Michigan 

DAVID PRYOR, Arkansas 

JOSEPH I. LIEBERMAN, Connecticut 

DANIEL K, AKAKA, Hawaii 

BYRON L. DORGAN, North Dakota 


Albert L. McDermott, Staff Director 
Leonard Weiss, Minority Staff Director 
Michal Sue Prosser. Chief Clerk 


SUBCOMMITTEE ON POST OFFICE AND CIVIL SERVICE 
TED STEVENS, Alaska, Chairman 

THAD COCHRAN, Mississippi DAVID PRYOR, Arkansas 

JOHN McCAIN, Arizona DANIEL K. AKAKA, Hawaii 

BOB SMITH, New Hampshire BYRON L. DORGAN, North Dakota 

Patricia A. Raymond, Staff Director 
Kimberly Weaver, Minority Staff Director 
Nancy Langley, Chief Clerk 


(II) 



COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT 


WILLIAM F. CLINGER, jR., Pennsylvania, Chairman 


BENJAMIN A. GILMAN, New York 
DAN BURTON, Indiana 
J. DENNIS HASTERT, Illinois 
CONSTANCE A. MORELLA, Maryland 
CHRISTOPHER SHAYS, Connecticut 
STEVEN SCHIFF, New Mexico 
ILEANA ROS-LEHTINEN, Florida 
WILLIAM H ZELIFF, JR., New Hampshire 
JOHN M McHUGH, New York 
STEPHEN HORN, California 
JOHN L. MICA, Florida 
PETER BLUTE, Massachusetts 
THOMAS M. DAVIS, Virginia 
DAVID M. MCINTOSH, Indiana 
JON D. FOX, Pennsylvania 
RANDY TATE, Washington 
DICK CHRYSLER, Michigan 
GIL GUTKNECHT, Minnesota 
MARK E. SOUDER, Indiana 
WILLIAM J. MARTINI, New Jersey 
JOE SCARBOROUGH, Florida 
JOHN B. SHADEGG, Arizona 
MICHAEL PATRICK FLANAGAN, Illinois 
CHARLES F, BASS, New Hampshire 
STEVEN C. LaTOURETTE, Ohio 
MARSHALL "MARK” SANFORD, South 
Carolina 

ROBERT L. EHRLICH, jR.. Maryland 


CARDISS COLLINS, Illinois 
HENRY A. WAXMAN, California 
TOM LANTOS, California 
ROBERT E. WISE. jR., West Virginia 
MAJOR R. OWENS, New York 
EDOLPHUS TOWNS, New York 
JOHN M. SPRATT, jR., South Carolina 
LOUISE MCINTOSH SLAUGHTER, New 
York 

PAUL E. KANJORSKI, Pennsylvania 
GARY A. CONDIT, California 
COLLIN C. PETERSON, Minnesota 
KAREN L, THUMAN, Florida 
CAROLYN B. MALONEY, New York 
THOMAS M. BARRETT, Wisconsin 
GENE TAYLOR, Mississippi 
BARBARA-ROSE COLLINS, Michigan 
ELEANOR HOLMES NORTON, District of 
Columbia 

JAMES P. MORAN. Virginia 
GENE GREEN, Texas 
CARRIE P. MEEK, Florida 
CHAKA FATTAH, Pennsylvania 
BILL BREWSTER, Oklahoma 
TIM HOLDEN, Pennsylvania 


BERNARD SANDERS, Vermont 
(Independent) 


James L. Clarke, Staff Director 
Kevin Sabo, General Counsel 
Judith McCoy, Chief Clerk 
Bud Myers, Minority Staff Director 


SUBCOMMITTEE ON THE POSTAL SERVICE 


JOHN M. MCHUGH, New York, Chairman 
MARSHALL "MARK” SANFORD, South 
Carolina, Vice Chairman 
BENJAMIN A, GILMAN, New York 
CHRISTOPHER SHAYS, Connecticut 
DAVID M, MCINTOSH. Indiana 
ROBERT L. EHRICH, Jr., Maryland 

Ex Officio 

WILLIAM F. CLINGER, jR., Pennsylvania CARDISS COLLINS, Illinois 

Dan Blair, Staff Director 
Jennifer Tracy, Clerk 

Denise Wilson, Minority Professional Staff 


BARBARA-ROSE COLLINS, Michigan 
MAJOR R. OWENS, New York 
GENE GREEN, Texas 
CARRIE P. MEEK. Florida 


(III) 




CONTENTS 


Opening statements; Page 

Representative John M. McHugh 1 

Senator Ted Stevens 3 

Representative Cardiss Collins 5 

Senator David Pryor 6 

Representative Gene Green 25 

WITNESSES 

January 25, 1996 

Graeme T. John, Managing Director, Australia Post 7 

Georges C. Clermont, President and Director General, Canada Post Corpora- 
tion 10 

Elmar Toime, Chief Executive Officer, New Zealand Post Limited 13 

Ulf Dahlsten, President and Chief Executive Officer, Posten AB, Limited, 
Sweden; accompanied by Tommy Persson, Senior Vice President, Posten 

AB, Limited, Sweden 15 

Michael E. Motley, Associate Director, Government Business Operations Is- 
sues, U S. General Accounting Office, accompanied by James T. Campbell, 
Assistant Director, Government Business Operations Issues, U.S. General 

Accounting Office 33 

James A. Waddell, Partner, Price Waterhouse, accompanied by David B. 
Treworgy, Principal Consultant, Price Waterhouse 37 

Alphabeticai, List of Witnesses 

Clermont, Georges C.: 

Testimony 10 

Prepared statement 83 

Dahlsten, Ulf: 

Testimony 15 

Prepared statement 135 

John, Graeme T,: 

Testimony 7 

Prepared statement with an attachment 45 

Motley, Michael E.: 

Testimony 33 

Prepared statement 148 

Toime, Elmar: 

Testimony 13 

Prepared statement with attachments 88 

Waddell, James A.: 

Testimony 37 

Prepared statement 166 


(V) 



VI 


Page 


Appendix 


Prepared statement of The British Post OiYice 4 

Prepared statements of witnesses in order of appearances 45 

Tommy Persson, prepared statement 139 

“A Strate^c Review of Progressive Postal Administrations, Competition, Com- 
■ mercialization, and Deregulation,” February 1995, published for the United 

States Postal Service by Price Waterhouse 191 

Questions and answers from Congressman McHugh submitted by; 

Mr Waddell 243 

Mr Motley 254 

Mr John 268 

Mr. Clermont 272 

Mr. Dahlsten 279 

Mr. Toime 281 



UNITED STATES POSTAL SERVICE REFORM: 
THE INTERNATIONAL EXPERIENCE 


THURSDAY, JANUARY 25, 1996 

U.S. Senate, Subcommittee on Post Office and Civil 
Service, of the Committee on GtOvebnmental 
Affairs, and 

U.S, House of Representatives, Subcommittee on 
THE Postal Service, of the Committee on Govern- 
ment Reform and Oversight, 

Washington, DC. 

The Subcommittees met, pursuant to notice, at 9:38 a.m., in 
room SD-342, Dirksen Senate Office Building, Hon. Ted Stevens 
(Chairman of the Subcommittee on Post Office and Civil Service) 
and Hon. John McHugh (Chairman of the Subcommittee on the 
Postal Service) presiding jointly. 

Present: Senators Stevens and Pryor; Representatives McHugh, 
Sanford, Collins, and Green. 

Chairman Stevens. Good morning. I am very pleased to be able 
to hold this joint hearing of the Senate Subcommittee on Post Of- 
fice and Civil Service and the House Subcommittee on the Postal 
Service. 

Let me thank our guests, whom I will introduce in a few mo- 
ments, but it is a pleasure to chair this joint hearing with you, Mr. 
Chairman, Let me yield to Chairman McHugh of the House Sub- 
committee to make his statement first, please. 

OPENING STATEMENT OF CONGRESSMAN McHUGH 

Mr. McHugh. Thank you very much, Mr. Chairman, Senator 
Stevens. Let me begin by thanking you for all of your efforts, not 
just in the case of this hearing but in fact over a good number of 
years with respect to many issues but certainly, principally among 
those concerning the Postal Service. 

I might say also, as someone who has not been in this town for 
too terribly long and who does not have a chance to come over to 
this side of the Congress too often, that this is a nice place you 
have here. 

More importantly, let me echo the sentiments of the good Sen- 
ator from the great State of Alaska in welcoming you, gentlemen. 
You have done us a great service, and I think the record should 
note, at no cost to U.S. taxpayers, but borne by you and your re- 
sources. We are tremendously grateful to you for that as well. 

I do have a prepared statement, Mr. Chairman, that with your 
permission I would like entered formally into the record without 
objection. I do think we have a lot of work ahead of us here this 
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morning, and I think it would be far more helpful, at least from 
my perspective, to hear from our valued witnesses this morning. 

So I will, with that and my appreciation, yield back to you, sir. 
[The prepared statement of Mr. McHugh follows:] 

PREPARED STATEMENT OF CONGRESSMAN McHUGH 

Good morning. I too am pleased to help convene this joint hearing this morning 
with the Senate Subcommittee on Post Office and Civil Service, chaired by my good 
friend, Senator Ted Stevens. Senator Stevens has long been recognized as a leader 
on postal issues and I am confidant the membership of both subcommittees will 
stand to benefit from the joint efforts put forth at today’s hearing. 

This past fall, the House Subcommittee on the Postal Service embarked on an ag- 
gressive series of hearings directed at reviewing possible reform initiatives for the 
U.S. Postal Service. Today’s hearing represents the second in that series and I look 
forward to the testimony presented by our witnesses in order to learn of foreign 
postal reform efforts, their successes and failures, and the potential relevancy of 
such reforms to our unique American postal system. 

The first panel of witnesses represents four postal administrations which have 
generally been heralded as the leaders in progressive reform and privatization ef- 
forts. All were represented last summer at the Futurepost summit conducted here 
in Washington and sponsored by the U.S. Postal Service. These postal administra- 
tors have been at the forefront of change in transforming their respective postal 
services. 1 join Senator Stevens and my colleagues today in welcoming them to our 
country and I look forward to their testimony detailing the nature of changes which 
they have overseen. 

I am particularly interested in hearing from our guests the successes and failures 
which they have encountered on what has proven for some countries to be a long 
and difficult path. (During my Subcommittee’s oversight hearings this past year, 
four issue areas emerged on which a general consensus appeared to favor reform, 
specifically — the scope of the postal monopoly, labor-management relations, postal 
ratemaking and product pricing, and the ability for the U.S. Postal Service to intro- 
duce new products. While a consensus for change has emerged, the form and shape 
of those generally accepted changes has yet to be determined. I hope our witnesses 
can comment today on their respective experiences in addressing their postal reform 
efforts in these general areas.) 

Our second panel is comprised of witnesses representing Price Waterhouse and 
the General Accounting Office. 

Last year, the Postal Service commissioned Price Waterhouse to conduct a study 
of a number of progressive postal administrations worldwide and report on the sta- 
tus of their reform initiatives. Their report summarized the current state of ten 
postal administrations at the forefront of a general move towards postal corpora- 
tization and deregulation. I look forward to Mr. Waddell’s testimony and I hope he 
can provide updates on this report regarding changes in the status of these coun- 
tries’ efforts to deregulate and corporatize their postal administrations. 

Once again, 1 want to welcome Mr. Mike Motley, accompanied by Mr. Jim Camp- 
bell, of the General Accounting Office for their appearance before the subcommittees 
for this joint hearing. The GAO has performed invaluable work for both of our sub- 
committees over the years and I look forward to Mr. Motley’s testimony in relating 
GAO’s previous and ongoing work regarding postal reform developments in other 
countries. 

Comparing the postal system in the United States to those of other countries can 
be difficult. No other postal system in the world is utilized to the extent and in the 
same ways as our Postal Service. And no other postal administration comes close 
to rivaling the U.S. Postal Service in terms of size, revenue, volume or the many 
purposes for which Americans use the Service. This is why I am pleased the GAO 
agreed to accept the subcommittees’ invitation to testify today regarding their analy- 
ses on the relevancy of such comparisons. 

When the House Subcommittee on the Postal Service embarked on this series of 
postal reform hearings, our intent and purpose was to systematically review the 
Postal Reorganization Act to determine whether, and in what ways, Congress should 
consider reform. Yet, the cornerstone of any reform efforts remains the extent to 
which postal delivery and service can be improved for all postal customers Clearly, 
there are lessons to be learned from these and other progressive postal administra- 
tions’ efforts at reform, lessons which may prove workable here at home Many post- 
al deregulation and privatization proponents cite the examples of foreign posts as 
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blueprints for privatization of our postal system. And, today’s hearing should high- 
light those reforms. 

Yet, I urge my colleagues to remain mindful that a “one size fits all” approach 
of applying reform approaches may not prove workable for our complex system. 

Again, I want to welcome our witnesses here today and I particularly acknowledge 
the time, effort, and expense put forth by the witnesses representing the foreign 
posts in order to be with us this morning. I also want to commend Senator Stevens 
for extending this invitation for today’s House and Senate joint hearing and I look 
forward to working with him in developing legislation to address the first significant 
postal reforms since the current Postal Service was created a quarter century ago. 


OPENING STATEMENT OF SENATOR STEVENS 

Chairman Stevens. Thank you very much, Mr. Chairman. We 
know how serious you are about reform of the long-term needs of 
the Postal Service. 

I am delighted to be able to chair this hearing. The Postal Serv- 
ice in our country, gentlemen, is very important to Americans, but 
it is a lifeline in rural America. In a State such as the one I rep- 
resent, or even in parts of New York and what we call “the South 
48,” our people, my Alaskan people, depend on the Postal Service 
for the necessities of life. The things that many people here go to 
the corner grocery store or pharmacy to pick up, we have to ship 
in by parcel post, and it is a continuing problem for us. 

Our State is one-fifth the size of the United States and has fewer 
roads than Cook County in Illinois. It is a very challenging concept 
to maintain a communication system in that part of our country. 
So I am personally grateful to you, and grateful to you as chairman 
of this Subcommittee. 

I had the privilege of meeting some of you before, when the Post- 
master General had his meeting last year, and that’s what gave us 
the idea of asking you to come here and give us for our record, as 
we proceed now toward some sort of modernization of the postal 
system, the experiences that each of you have encountered in your 
own countries. 

So let me just introduce you, and then we’ll proceed with my col- 
leagues to see if they have any comments, 

Graeme T. John of Australia Postal Corporation; Georges 
Clermont, of Canada Post Corporation; Elmar Toime of New Zea- 
land Post Limited; Ulf Dahlsten of Sweden Post, who is accom- 
panied by Tommy Persson, the senior vice president of Sweden 
Post. We do look forward to your comments about what has worked 
for you in your countries, and I know some of you have opinions 
as to whether similar reforms can or should be accomplished in our 
country. We do learn from others’ mistakes, we believe, so do not 
hesitate to tell us if you tried something and it did not work. I 
think we should not run the same gamut that you have and fail 
if you had that experience. 

A representative of the British Post Office was unable to be here 
this morning, and I am going to ask that his statement be printed 
in our record. Copies of that statement will be available to any in- 
terested parties. 

[The prepared statement of the British Post Office follows:] 
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PREPARED STATEMENT OF THE BRITISH POST OFFICE 
Background 

The British Post Office remains as part of the public sector. It has been widely 
acknowledged for a number of years a first class UK company and a benchmark for 
Post Offices throughout the world. The Post Office includes four main businesses: 

• Royal Mail: which handles 69 million items of mail per day and has 170,000 
employees 

• Parcelforce: which is the country’s biggest parcel carrier and has 11,000 em- 
ployees 

• Post Office Counters Ltd: which has a network of Crown Office counters (i.e. 
main post offices) and franchise post offices totalling 20,000 (bigger than the 
combined network of banks and building societies) 

• SSL: which collects TV licence fees on bShalf of the state 

The Post Office operates a monopoly system for the delivery of letters. With the 
exception of a few private operations (such as document exchanges) there is a mo- 
nopoly for the handling of mail set at £1 (current prices for handling mail are 25p 
securing 92.5 percent arriving the next day) The Post Office is, however, under 
threat from other communications which are not subject to a monopoly, particularly 
telephone/fax, overseas Post Offices and electronic communication methods. Addi- 
tionally, direct marketing, a huge slice of Royal Mail, competes vigorously with 
other types of advertisers. Our Counters business also competes vigorously with re- 
tailing and banking networks and Parcelforce operates in a completely deregulated 
market. 

Commercial Constraints: 

Because of the competitive nature of our business. The Post Office needs to be 
free to act like any commercial organisation in developing its products, setting its 
prices and running its business. Under current legislation, this freedom does not 
exist. The Post Office is not allowed to borrow money for investment in its future, 
nor is it allowed to decide how much of its profits should be retained for investment, 
but is forced to invest them in Government securities. The Post Office is not allowed 
to broaden its range of services into adjacent markets, particularly if these would 
conflict with services that are already on offer in the private sector. Nor is The Post 
Office allowed to operate its own pay and incentivisation policy, but has to comply 
with the government’s public sector pay policy which has been operating for 3 years. 

Government Review: 

In 1992 the (jrovernment announced that it intended to sell Parcelforce and move 
it into the private sector. This was quickly followed by an announcement of a Re- 
view of The Post Office which was intended to be completed rapidly. In 1994 the 
Government issued a Green Paper outlining proposals for the future of The Post Of- 
fice and recommending, that Counters should remain in the public sector and op- 
tions for ownership and regulatory control of Royal Mail and Parcelforce. 

The Government’s preferred option was to sell 51 percent of the shares in Royal 
Mail and Parcelforce to ensure a continuing partnership between the public, the tax 
payer, employees and subpostraasters. In the event the privatisation proposals were 
dropped as the Government was unable to secure an overall majority in the House 
of Commons. 

Commercial Freedom: 

Following this decision. The Post Office sought various assurances from the Gov- 
ernment about the future of its businesses: 

1. 'That it should be free to reward and incentivise its employees in line with 
basic commercial practice and its own commercial needs. 

2. The Post Office should be able to enter into joint ventures with suppliers or 
competitors. 

3. The Post Office should pay a reasonable commercial dividend set at a fixed 
percentage of our post tax profits (the normal commercial rate is about 40 
percent). 

4. The Post Office should be free to raise capital. 

5. The Post Office should be able to have greater freedom in deploying new 
services and products. 

In May 1995 the President of the Board of Trade, Michael Heseltine, gave reason- 
ably positive responses on all of those issues with the exception of pay and 
incentivisation. The assurances have not yet been translated into practice and 
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whilst we have been successful in getting approval for some new products and serv- 
ices in Post Office Counters, by and large, progress has been slow. Similarly, whilst 
we were anticipating having a divided of 40-50 percent of post tax profits, the 
Chancellor of the Exchequer (in his November Budget) announced that The Post Of- 
fice would be required to pay an extra 1 billion pounds over the next 3 years. At 
current profit rates this means that all profits will have to be invested in Govern- 
ment securities. This in itself has now made a price rise almost inevitable. 

Conclusions: 

The Post Office is not concerned with issues of ownership: it recognises that is 
a matter for the Government. The Post Office does however feel that it is competing 
in a commercial environment and needs further freedom to make commercial deci- 
sions. 

Chairman STEVENS. We will hear from another panel after this 
one, which will include representatives of the General Accounting 
Office and Price Waterhouse. Each of those entities has conducted 
studies on a number of international postal organizations, includ- 
ing some of those represented by our first panel. 

Let me first ask if Members of the Committee have a statement. 
First, let me turn to Mrs. Collins, if I may, as our guest, and then 
to my friend, the vice chairman. 

OPENING STATEMENT OF CONGRESSWOMAN COLLINS 

Mrs. Collins. Thank you very much, Mr. Chairman. 

Chairmen John McHugh and Ted Stevens, Senate Subcommiittee 
Ranking Minority Member David Pryor, I am pleased to join you 
in convening the first joint hearing before the Postal Subcommit- 
tees of the House and Senate. 

This is the House Subcommittee on the Postal Services’ second 
hearing on postal reform. As such, our Subcommittee, under the 
very able direction of Chairman John McHugh, continues to explore 
and examine alternatives relative to postal reform of the U.S. Post- 
al Service. 

I am pleased we could make this particular hearing on foreign 
postal reform the object of a joint hearing. 

As the Ranking Minority Member of the House Postal Sub- 
committee, I would like to personally welcome and thank our dis- 
tinguished foreign presenters for taking the time to testify before 
us. You have travelled a great distance and at great expense to 
present your views and discuss with us the postal reforms your re- 
spective countries have taken to become better providers of postal 
service. 

I am particularly interested in your thoughts and suggestions on 
how the U.S. Postal Service and Congress might benefit from the 
steps you have taken which have improved your postal depart- 
ments. I am especially curious to learn more about how you were 
able to effect positive and improved changes in labor relations and 
criteria you utilized for deciding to contract out non-core elements 
of postal service and delivery. 

I look forward to your testimony, and I thank you for the oppor- 
tunity to dialogue with you on the issue of foreign postal service 
reform. Thank you very much. 

Chairman STEVENS. Thank you very much. 

Senator Pryor? 
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OPENING STATEMENT OF SENATOR PRYOR 

Senator Pryor. Mr. Chairman, I have a statement, and I would 
ask consent that my full statement be placed in the record. 

This is a unique occasion when we the House and the Senate can 
come together to hear such distinguished guests, who will tell us 
what they have been able to accomplish with their own postal sys- 
tems. 

I did a rare thing right before we left for our Christmas break, 
colleagues. I put a statement in the record praising our Postal 
Service. That is a rare thing to do in this day and time because 
there is a great deal of criticism of it. People love to make jokes 
about the Postal Service and politicians; I guess those are the two 
subjects of most jokes these days, and maybe somewhat deserv- 
ingly. 

I think the Postal Service has done a great job over these years, 
but I think that we can do a lot more. As my colleague on my right 
has just stated, one of her main concerns, as is mine, and has been 
for some time, is the relationship between labor and management. 
Somehow or another, in our system, that relationship has become 
extremely fragile, very brittle, very adversarial and, I would say, 
very distrustful. It is not a healthy relationship, and we need to 
improve upon that, and we would very much like to hear the testi- 
mony of our friends who have come from so many miles away this 
morning to tell us how they have surmounted some of these chal- 
lenges. 

With that, Mr. Chairman, I thank you for the opportunity of ap- 
pearing and once again thank our guests. 

Chairman STEVENS. You are the former chairman of this Sub- 
committee, Senator Pryor, and I am delighted to hear that com- 
ment of yours about putting a statement in the record. I missed 
that. I am constrained to say that you have gained great courage 
since you decided to retire. 

Senator Pryor. I have become a statesman. [Laughter.] 

[The prepared statement of Senator Pryor follows;] 

PREPARED STATEMENT OF SENATOR DAVID PRYOR 

Thank you Chairman Stevens, and welcome Chairman McHugh. It is a pleasure 
to be here this morning to greet our special guests, representing the postal systems 
of Australia, Canada, New Zealand, and Sweden. I want to thank these gentlemen 
for taking the time to be here and share their respective country’s experiences with 
postal reform. 

I think it is very helpful for us at this time to be discussing some of the experi- 
ences that other nations have had with postal reform. The ongoing debate in the 
United States has largely focused on theoretical ideas ranging from privatization to 
commercialization to deregulation, today’s hearing will give us the opportunity to 
talk about real reform plans, and at the very least, some preliminary results. 

Although the topic of postal reform encompasses a number of critical issues, I am 
particularly interested in the impact that any changes will have on two areas — ^the 
important role that our Postal Service plays in our nation’s economy and commu- 
nities, and the Postal Service's already strained labor-management relations. 

Scarcely a week goes by that I am not contacted by the residents of a small Ar- 
kansas town concerning their post office. Sometimes, I am asked to help prevent a 
post office from closing. At other times, these towns want my assistance in obtaining 
a new facility. I also receive letters from people praising their local postal workers. 
Whatever the issue, these letters are a constant reminder to me of the important 
role post offices play in small communities throughout the United States. 

I believe the most crucial societal function of the U.S. Postal Service is its man- 
date to provide universal service at a uniform price. Whether they live in rural or 
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urban areas, Americans have depended on a reliable and inexpensive mail delivery 
system for over two hundred years. 

The fact that we have enjoyed a reliable and inexpensive mail service has been 
a boon to our economy as well. Without it, business in America would be much dif- 
ferent. Direct mail is now a multi-billion dollar industry in this country. 

I believe these responsibilities of the Postal Service are still relevant and sustain- 
able. While I am not opposed to giving the Postal Service greater flexibility, I will 
carefully consider the costs to our communities and economy of any reforms that are 
proposed. I know our ^ests here today have a lot of information on rural post of- 
fices and universal delivery in their countries, and I look forward to hearing their 
comments. 

The postal administrations represented at this hearing differ significantly with 
that of the U.S. Postal Service in terms of the size of population served and the 
amount of mail volume processed. However, tike the U.S. Postal Service, their 
workforces are highly unionized. 

It has been my feeling for some time that the U.S. Postal Service will never per- 
form at its best unless it improves its labor-management relations. The current rela- 
tionship is far too adversarial and distrustful. If any reforms are to be successful, 
then both labor and management will have to take risks and form a new partner- 
ship. I would have to add, that even without major reform, union and management 
must find a way to a better working relationship. 

I hope our guests today will discuss the steps that their organizations took to in- 
volve the labor groups in the reform process. It is imperative that we learn from 
these success stories. I also hope that the leaders of both the Postal Service and the 
labor groups will be listening closely. 

Finally, I also look forward to hearing from the General Accounting Office and 
Price-Waterhouse this morning. While the members of the second panel have not 
traveled quite as far to testify, I am sure that their expertise will be a valuable ad- 
dition to our discussion this morning. 

Again, I want to welcome our friends from Australia, Canada, New Zealand, and 
Sweden. I believe this hearing comes at an important time, and I look forward to 
this morning’s discussion. Thank you, Mr. Chairman. 

Chairman Stevens. Gentlemen, we are honored that you have 
taken the time to come today, and I appreciate it personally be- 
cause it was my suggestion to the Postmaster General that he ne- 
gotiate with you to see if you would come and make a record before 
the Congress of some of the comments you made in the meetings 
held last year. 

So let me proceed now to receive any opening comments you 
want to make. It would be my suggestion, unless someone dis- 
agrees, that we proceed in the order that I have introduced you, 
and ask you to make statements, and we will withhold any ques- 
tions from up here at the Committee table until each of you has 
finished. 

So, Mr. John, would you proceed, please? 

TESTIMONY OF GRAEME T. JOHN.i MANAGING DIRECTOR, 
AUSTRALIA POST 

Mr. John. Thank you, Mr. Chairman. 

I am pleased to respond to your invitation to address this Joint 
Committee on our experience in significantly improving our postal 
service. I have provided you with a written submission examining 
Australia Post’s evolution from a bureaucratic department of gov- 
ernment to a commercially oriented and customer-focused business 
enterprise. 

This morning, I will outline briefly how we have transformed our 
culture, lifted our financial performance fi-om break-even to match 
some of Australia’s most successful businesses, built postal revenue 


^The prepared statement of Mr. John with an attachment appears on page 45. 
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by “freezing” letter prices, and improving delivery reliability; and 
are now growing the business further by introducing new services. 

We have completed a half decade or so of unprecedented 
progress. On every financial and operational measure, Australia 
Post’s performance today is the best it has ever been. Profitability 
has more than quadrupled, from 3.5 percent return on average as- 
sets in 1989 to 15.6 percent last year — or a profit of $331 million 
on a turnover of $2.7 billion. 

The standard letter rate has not changed since January 1992 and 
will remain fixed until at least 1997, when we expect it will have 
brought a real price fall of around 14 percent, or 6 cents over that 
time. 

Our productivity has improved over twice the national rate, up 
by more than 25 percent at Australia Post since 1990, compared 
with a national gain of 12 percent. In 1989, lost time strikes aver- 
aged 1.5 hours per employee, and in 1995, it was 6 minutes per 
employee, down almost 95 percent. We are now among one of the 
best Australian businesses, with only three comparable companies 
recording stronger profit growth than ours since 1990. Internation- 
ally, we are among the Western world’s best-performing postal en- 
terprises. 

Our customers have also noticed the difference. Our annual inde- 
pendent surveys show we are now more favorably viewed by most 
private and business customers than Australia’s major communica- 
tions, banking, airline, retailing and transport businesses. Their re- 
gard for our staff has lifted 40 percent over the past 4 years. In 
1991, only 6 in 10 of our customers felt our staff cared about them 
and their businesses; today, it is 9 out of 10. 

We come from a checkered past, though. Just a short time ago, 
Australians were far less complimentary about their postal service. 
In the mid-1980’s, labor relations were at breaking point. Delivery 
performance was very mediocre. Our customers, particularly the 
business sector, had no confidence in our service, and the Federal 
Government was concerned with management’s inability to fix 
problems permanently. 

Coincidentally, at the same time, the Government was tackling 
national economic problems emerging in the latter half of the 
1980’s. It saw microeconomic reform as a part of the broader solu- 
tion, including corporatization of its business enterprises, one of 
which was Australia Post. 

This determination by the Government to make these enterprises 
more efficient, to provide improved service to the community, was 
an important incentive in encouraging Post’s management and 
unions to accommodate their differences and led to recognition of 
a shared interest — the continued viability and growth of the busi- 
ness. 

A Joint Statement of Understanding between Australia Post and 
the unions acknowledged that viability of the postal service was 
critically dependent upon our reputation. It established effective 
dispute-settling procedures and committed the enterprise to partici- 
pative management. 

This acceptance of mutual interdependence and its implications 
for security of the enterprise and for the jobs of individuals pro- 
vided the climate for a new, customer-focused service culture. We 
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have redesigned jobs, giving all our people a say in decisions di- 
rectly affecting their work, recognized and rewarded performance, 
and provided our people with the resources, the personal skills and 
equipment, needed to achieve high standards. Increasingly, we are 
using all their skills and talents. 

We have flattened management structures, removed job tenure 
for managers and reeducated them to focus on bottom-line out- 
comes, rather than building bureaucratic empires. Autocratic man- 
agement is a practice of the past. 

Now most of our people feel part of a team, proud of their 
achievements, proud of the commercial status and performance of 
Australia Post, and especially proud to work for one of the most 
successful Australian businesses. 

The reasons for our metamorphosis can be found in four key 
areas. 

First, the arm’s-length relationship between the corporation and 
the Federal public service. In the past, day-to-day controls such as 
contract approvals, land acquisition or disposal, labor rates, and 
managerial salaries were entirely in the hands of Federal Govern- 
ment departments. Now they are the responsibility of board mem- 
bers and senior management with appropriate experience. 

Discipline is brought to this freedom through the corporate plan, 
quarterly reports to the minister, and our annual report to the 
Australian Parliament which sets out performance against plan 
targets. 

Controls have been shifted from a past preoccupation with inputs 
and processes, when Federal Government bureaucrats made key 
decisions, to a focus on outputs and accountability for performance. 

Second, there is the healthy relationship between the corpora- 
tion’s management, our people, and their unions. This is the most 
significant change brought to the day-to-day functioning of the en- 
terprise. It differs from other cultural change successes because it 
involves three parties — management, staff and unions. Unlike in 
some other places, our unions, conscious of the government’s micro- 
economic reform program, have been willing partners in our reform 
process. Now the maintenance of this relationship is fundamental 
to the continued achievement of high performance levels that Aus- 
tralians have come to expect from their postal service. 

Third, postal regulation is relatively light-handed. In Australia, 
the public interest in postal matters is protected by a combination 
of price-capping, increasing reliance on the market, and competitive 
pressures, and the maintenance of a high-quality, universally-ac- 
cessible letter service. 

Finally, there is our commercial freedom. To operate and grow 
successfully, the legislators accepted our need for freedom to intro- 
duce commercial services compatible with our business, but with- 
out reducing the scope and effectiveness of our community service 
obligation to provide all Australians with a uniform-priced letter 
service no matter where they live. This freedom meant that we 
could stem the financial hemorrhage through our network of postal 
outlets. 

Many have been relocated, reconfigured, and reequipped with 
purpose-built electronic counter technology. A range of postal-relat- 
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ed products and electronically-accessed financial services, including 
banking, are now available through them. 

With this introduction, our new express post service was imme- 
diately competing successfully with overnight courier services, and 
it continues to grow strongly because we are allowed to introduce 
new services. 

In concluding, Mr. Chairman, the Government leveled the play- 
ing field, requiring us to pay all the same Federal, State and local 
government taxes and charges that apply to any commercial busi- 
ness. All new services must stand alone commercially without sub- 
sidy from reserved letter service revenue. And all services are now 
subject to the competition reform legislation which applies to all 
business. 

While Australia Post is making progress, I recognize that the 
successful ingredients of reform in one country do not necessarily 
translate to success in another. Your markets are profoundly larger 
than ours, and our cultures of politics and regulation have few 
similarities. 

The approach that is working for us stems from the Australian 
Government’s decision in 1989 to give Australia Post its full trust. 
It set the enterprise the task of delivering a high-quality mail serv- 
ice while operating commercially. It undertook not to interfere in 
the process. Instead, it put the principal determinants of success or 
failure in the hands of Australia Post, its management and its peo- 
ple, with the board held squarely responsible for satisfactory per- 
formance. 

In Australia, an efficient mail service continues to be essential 
for social and business communications for all Australians, not 
least for those in rural and remote areas. Importantly, the Govern- 
ment has brought a phased approach to reform, recognizing that 
any rapid move to postal deregulation might put at risk the deli- 
cate balance between successful commercial and noncommercial ob- 
jectives, or jeopardize the gains we have made through the partici- 
pative approach. It recognizes that a viable national postal network 
must be preserved in the interests of social cohesion and national 
development, and this has implications for the rate of change and 
degree of reform that can be applied. This “steady change” formula 
has been a major contribution to our success. 

As we face new challenges and rising customer expectations driv- 
en by our success, complacency is not an option. 

Mr. Chairman, with this framework of trust, freedom, account- 
ability and measured reform, Australia Post is in a stronger posi- 
tion to face these challenges than at any previous time. 

I thank you for the opportunity to address the Committee. 

Chairman Stevens. Thank you, Mr. John. We will come back to 
you. 

Mr. Clermont, from Canada. 

TESTIMONY OF GEORGES C. CLERMONT,* PRESIDENT AND 
DIRECTOR GENERAL, CANADA POST CORPORATION 

Mr. Clermont. Thank you, Mr. Chairman. Good morning, ladies 
and gentlemen. 


^The prepared statement of Mr. Clermont appears on page 83. 
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It gives me great pleasure, and a great honor it is indeed, to ap- 
pear before you today to talk about some of the complex issues that 
we face. 

Many would have you believe that national postal services are di- 
nosaurs, relics of a bygone age, totally irrelevant in the world of 
faxes, e-mail, etc., they say. 

Mr. Runyon could perhaps test the relevancy of the U.S. Postal 
Service by announcing tomorrow that he has decided to deliver 
mail 3 days a week and close all post offices that serve less than 
25,000 customers. I believe that your phones and your in-baskets 
would measure the relevancy of the postal system today. 

I would like to go through a brief history of Canada Post Cor- 
poration. Back in 1981, the post office became what we refer to as 
a Crown Corporation. A Crown Corporation is a creature of statute, 
subject for the most part to the provisions of the Canada Business 
Corporations Act, and to all other laws of the land including the 
antitrust legislation. There are Crown Corporations that have a 
purely social mandate, and some that have a mixed social and com- 
mercial mandate. The latter must be run as a business although 
it is entirely owned by the Government of Canada. 

There were a number of reasons for the Government to move the 
Post Office Department in that direction, chief amongst them the 
bureaucratic and political interference in the day-to-day manage- 
ment, the elimination of deficits that ran into the hundreds of mil- 
lions of dollars, and to eliminate labor strife, which had become so 
commonplace that Canadians had lost confidence in the postal sys- 
tem. 

I believe that these parallel the conditions that a number of post- 
al administrations have found themselves in over the years. 

As a first step as a corporation, we concentrated on operational 
improvements because we had to give the Canadians a reason to 
believe in the system. It was important, first and foremost, to show 
them that their postal system could do the job and give them good 
service. 

Having set standards of service, we had our performance meas- 
ured by an independent auditing firm — we were the first to do so 
in the world — and this allowed us to measure our progress, quarter 
by quarter, year by year. This became one of the key determinants 
for incentive awards to all our salaried employees. 

We know that we are doing better now than 10 years ago, for ex- 
ample, as on-time delivery has gone from 85 percent to 97-98 per- 
cent. 

Having had a good shot at fixing the operation, constraining 
costs and establishing a sound network of retail outlets, distributed 
between corporate outlets and franchised outlets, we turned our ef- 
fort to our customers. 

When you have been a monopoly for well over 100 years, it is 
very difficult to instill a customer-driven culture in an organiza- 
tion. to change the culture is our current challenge — a more dif- 
ficult task, perhaps, than those we undertook during the first 
phase. We are now dealing with attitudes and the human mind. 
When properly trained and motivated, there is no doubt that postal 
employees are as productive, if not more productive, than any. 
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While our work force has a right to strike, acquired in the mid- 
1960’s, it knows and we know that after a week or 10 days of 
strike, the Government will force them back to work and impose 
arbitration. We do not have an equilibrium of forces in the area of 
industrial relations. 

They also know that they have contractually obtained job secu- 
rity, and that the post office is not about to disappear. A normal 
business corporation has a choice of shutting down an operation, 
moving it somewhere else. We do not have that choice, and it is 
evident in our work force behavior. 

Today I can say that we have restored customer confidence in the 
postal system. We have started measuring customer satisfaction 
index through an outside firm, of course, and improvement on this 
index, quarter by quarter, year by year, will become part of our 
goals, just like we did for service performance and part of our in- 
centive awards. 

When dealing with such a large work force, the goals must be 
simple, clear and measurable. We will set targets for customer sat- 
isfaction improvement in increments of 2 or 3 percentage points 
every year, and nobody can pretend not to participate. 

Participation by all is a prerequisite for a successful turnaround. 
There is no substitute for a work force that is proud of the corpora- 
tion that it works for. 

Our success has allowed us to regain market share in most of our 
product lines. This progress, of course, has caused considerable un- 
rest amongst our competitors. As can be expected, cries of cross- 
subsidization soon reverberated. These allegations have been re- 
peated over the last 5 years and have been dismissed every time, 
the last time by the Bureau of Competition, our watchdog for anti- 
trust legislation, when it approved our acquisition of a 75 percent 
interest in Purolator Courier, Limited, the largest courier service 
in Canada 

Our competitors would like to see us subjected to some form of 
regulatory regime as is the case in this country. Our Government 
has so far resisted that, and I believe for good reason. 

The basic letter rate is the only one that is not subject to market 
forces. Even that, as we all know, is facing severe competition. The 
letter rate is set by Cabinet. Our corporation is otherwise subject 
to all laws of the land including, as I have said, the Competition 
Act, which is the perfect remedy for keeping us honest. There is no 
need, I believe, to force us into a straightjacket, which in the end 
only benefits the competitors. 

Our Government has just appointed a commissioner to review 
our mandate. The last time it did so was 10 years ago. Its terms 
of reference are broad. Chief amongst them is the maintenance of 
some form of exclusive privilege-our monopoly — ^which gives us the 
exclusive privilege, subject to 2 pages of exceptions, to deliver let- 
ters weighing less than 500 grams. It will also look into our role 
in the future electronic information transfer media. 

Part of the review will focus on definitions of social function. As 
I stated in the beginning, our corporation has the mix of a social 
and commercial mandate. Its social mandate is essentially the uni- 
versality of the service and the single price for a basic letter. 



13 


We like to look at those social obligations, however, as a market- 
ing asset. It allows us to put everything we do in a very single 
focus; we “stick to our knitting.” For instance, we got rid of censor- 
ing mail; that is none of our business. Law enforcement agencies 
are there for this purpose. Free mailing for elected representatives 
is a Government policy, not ours, so we get paid for it. 

Most of our non-core operations are contracted out. We do no 
long-distance transportation, surface or air. We found out that our 
information technology staff tended to reinvent what was already 
in the market. We have outsourced all of this function, which frees 
up capital for processing equipment. The same with our property 
management function. We are not good at managing real estate, 
and we have contracted out to the private sector, which results in 
great savings. 

By concentrating on our core business, by focusing on our busi- 
ness like any other corporation, we believe that we can play the 
game on a level playing field with our private sector competitors. 

Playing on a level field means meeting the needs of customers, 
citizens, business and others; evolving with technology; paying 
taxes and dividends to your shareholder, whoever he may be; and 
achieving the commercial freedom that is required to measure up 
to our goals. 

Given these rules, Mr. Chairman, I would suggest that we let the 
market decide who would be in the game. 

Thank you very much. 

Chairman Stevens. Very interesting, Mr. Clermont. Thank you. 

Mr. Toime, from New Zealand, please. 

TESTIMONY OF ELMAR TOIME, » CHIEF EXECUTIVE OFFICER, 
NEW ZEALAND POST LIMITED 

Mr. Toime. Thank you, Mr. Chairman, for the invitation to ap- 
pear as a witness and the recognition of New Zealand and New 
Zealand Post implied by the invitation. I am honored to represent 
the company here this morning. 

I have submitted written testimony dealing with the legislative 
changes in New Zealand which have allowed the business to per- 
form. I will not repeat that testimony now. 

I have also provided information on the company’s achievements. 
Measures of which we are particularly proud include the fact that 
we were nominated New Zealand’s company of the year in Novem- 
ber 1994; in October of last year, we dropped the price of postage 
for First Class letter mail by 5 cents; in the 8 years since we were 
corporatized, the price of that class of mail has fallen by almost 30 
percent in real terms; we have been profitable for the 8 years since 
being corporated — we were loss-making before then — and in our 
last financial year, we posted a record profit with key ratios of 32 
percent return on shareholder funds, profit before interest and tax 
to turnover of 17 percent, profit before interest and tax to assets 
of over 25 percent. 

It is my conviction that similar results can be obtained for all 
postal businesses. 


^The prepared statement of Mr. Toime appears on page 88. 
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To be brief and to the point, I believe that there is frequently 
confusion between what I would call the social obligations required 
of the Post and commercial behavior. I believe the Post is amend- 
able to market forces. It is a business, and it needs commercial dis- 
ciplines. 

I believe the role of legislators is to decide the social mandate re- 
quired of the post and then establish an operating environment 
which as closely as possible allows markets to operate. 

In other words, government is responsible for the operating envi- 
ronment and the social policy contract. Once that is defined, the 

E ost should be allowed to run like any other business. It will then 
ave responsibilities to its owners — in this case, government on be- 
half of the people of the United States; it will have responsibilities 
to social infrastructure — that would be the universal service man- 
date required by Congress; it will have responsibilities to its cus- 
tomers in efficient service, and it will have responsibilities to em- 
ployees as a fair employer. 

Reform must discover the optimum formula to best achieve these 
multiple objectives. The state-owned enterprise model pioneered in 
New Zealand has achieved this. 

In dealing with a complex business with a long and valued herit- 
age, both in the minds of the public and in the people who work 
for the business, reform may be daunting. The desired end objec- 
tive of all stakeholders cannot be achieved except over time. The 
natural conservatism of the public, customers, and employees — and 
no doubt even many managers in the business — will mitigate 
against rapid change. 

Changing the behaviors of people does take time. In thinking 
about the USPS and reflecting on my own experiences in the turn- 
around of New Zealand Post, I have suggested a program of change 
which I believe allows commercial goals to be set while still keep- 
ing an equilibrium of sorts among the diverse stakeholders and 
self-interested parties. 

The headings that I would propose under such a reform would 
include separation of the regulatory and ownership powers in gov- 
ernment; second, I would establish a commercial company struc- 
ture. All operational and commercial decisions within the social ob- 
ligations framework should be the responsibility of the board of 
governors. Performance targets need to be reported to Congress, 
and commercial balance sheets and financial statements need to be 
established. 

And my third point would be to establish the necessary monopoly 
and regulatory controls which enable maintenance of the universal 
service obligations. 

That represents on my part a very brief summary of how I see 
reform proceeding. 

Thank you. 

Chairman STEVENS. Thank you very much, Mr. Toime. 

Now we will hear from Mr. Ulf Dahlsten, who is accompanied by 
Mr. Tommy Persson, of Sweden Post. 
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TESTIMONY OF ULF DAHLSTEN.i PRESIDENT AND CHIEF EX- 
ECUTIVE OFFICER, POSTEN AB, LIMITED, SWEDEN; ACCOM- 
PANIED BY TOMMY PERSSON,2 SENIOR VICE PRESIDENT, 

POSTEN AB, LIMITED, SWEDEN 

Mr. Dahlsten. Thank you, Mr. Chairman and Mr. Co-Chairman. 
As the others, I am honored to be invited to present to you our ex- 
periences. 

As perhaps you all know, Sweden has in some ways gone further 
than the others and actually abolished the letter monopoly. When 
it happened in 1993, we were one of the first three nations in the 
world to deregulate the letter market totally. 

Just under 10 operators, most of them very small, tried to estab- 
lish business in letter distribution. Of the active ones, only Svensk 
Directreklam is now left. This company, originally a distributor of 
unaddressed mail, is now also involved in the distribution of ad- 
dressed items. 

On the other hand, Sweden’s best-known private sector operator. 
City Mail, has for the second time filed for bankruptcy. According 
to an independent committee, the company has no prospects for 
survival within the scope of its current business concept. City Mail 
may perhaps have been able to compete with the old Sweden Post, 
but not with the much more efficient Sweden Post of today. 

City Mail’s business scheme, with sorting conducted manually, 
cannot become competitive even if volume increases sharply. Even 
if City Mail is now once more reconstructed, the forecast for the fu- 
ture is thus weak. What many in the postal world now ask them- 
selves is: Does this mean that the deregulation in Sweden has 
failed? My personal answer to that is no. 

There was no doubt that many people who supported deregula- 
tion had the main intention to give the private entrepreneurs a 
chance. However, my own reasons for urging the need for deregula- 
tion of the letter market and the conversion of Sweden Post into 
a limited liability company were different, and so were others. 

Our analysis was and still is that the position of letters as a 
means of communication is seriously under threat by the develop- 
ments of technology. You have to remember that nearly 90 percent 
of letter revenue comes from companies, other organizations and 
the public sector. They use the letters mainly for two purposes. The 
first is for administrative and financial messages. In this market, 
electronic systems are gaining market shares day by day — ^fax, e- 
post e-mail, EDI, and so on already account for more than half the 
volume of messages across borders as well as for 20 percent of busi- 
ness communications in a country like Sweden. 

The second use of letters is in market communications. Some of 
you call it junk mail. Here, the letter competes with other media, 
including the growing area of radio and TV advertising, as well as 
with press advertising and billboards, etc. Letters have around one- 
third of the media market in Sweden, and of that share, Sweden 
Post has in turn two-thirds. Other operators share the remainder. 

In this expanding market the letter has maintained its position 
well. 


^The prepared statement of Mr. Dahlsten appears on page 135. 
2 The prepared statement of Mr. Persson appears on page 139. 
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There were also other reasons for deregulation and privatization. 
Sweden Post has much more to offer than delivery of letters alone, 
even if letters represent more than 40 percent of our revenue. Basi- 
cally, we are in the market for messages, payments and distribu- 
tion of goods. And the pressure of competition is also growing in 
other areas than letters. 

The Postal Giro Bank that is handling payments is not only re- 
sponding to a trend in which payments will increasingly be made 
by electronic means. Furthermore, as a result of the Swedish Euro- 
pean Union membership, all banks in Europe are now European 
banks. This means that international banks specializing in pay- 
ment processing now have free access to the Swedish market. 

The parcel business, too, no longer has domestic competitors 
alone to deal with. International integrators are increasingly turn- 
ing their attention to the Swedish market. 

The first step toward a deregulated postal market was to take 
away the monopoly on letters that we had. Although we are free 
to decide on prices for our services, there is a price cap on letters 
up to 500 grams. The cap is what is presented in your papers. The 
real price that customers pay is less and has been in real terms 
reduced by 10 percent the last 2 years. 

We got a Postal Services Act in 1994, and at the same time, Swe- 
den Post became a limited liability company. The monopoly that 
the Postal Giro had on some State payments was terminated in 
this context. Today Sweden Post operates on the Swedish market 
without any monopoly protection at all. 

The Government has the responsibility for giving all citizens 
daily postal service, 5 days a week, wherever they live in Sweden. 
Sweden Post has taken on these responsibilities in an agreement 
with Government. This agreement will soon be renegotiated. It is 
important to underline that we can provide this postal service 
without any compensation from the Government. In the case of the 
counter services, mainly cash transactions, there is a certain com- 
pensation for rural areas that does not cover costs. 

The choice of direction — deregulation and conversion of Sweden 
Post into a limited liability company, made a couple of years ago, 
has opened up opportunities for Sweden Post to rise to this chal- 
lenge, and we have taken our chances. We have adopted four exter- 
nal strategies, the first being efficiency improvements. Three billion 
Swedish crowns have been saved in 5 years out of a turnover of 
around 20 billion Swedish crowns. Approximately 75 percent of the 
work on improving efficiency has now been completed. We once em- 
ployed almost 75,000 people; now we are under 50,000. One-third 
of our post office are outsourced. Out of the 500 biggest companies 
in Europe, Sweden Post last year was ranked as the third most 
profitable company all over Europe. Our time on delivery on over- 
night service is now 97 percent, and of course, higher on slower 
items. 

The second strategy was to adapt IT as a friend. Through devel- 
opment of Post Net, among other projects, Sweden Post today is a 
market leader in Sweden within the field of electronic messages 
and payments. 

The third strategy has been to add value to the customer by com- 
bining our range of services in administrative processes and 
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logistical systems, and by developing the postal outlets into what 
we call “the best fnend of the ordinary businessman.” We can en- 
hance the value of the services we offer to the customer. 

The fourth strategy is internationalization. By meeting our inter- 
national competitors aggressively and by applying our knowledge 
abroad to best effect, we can enhance our earning capacity. 

These external strategies have been backed up by intensive work 
on internal change spanning everything from management sys- 
tems, new labor agreements, the breakdown of Sweden Post into 
1,500 small profit centers where every employee participates in our 
corporate planning system, to a buildup of enterprise culture 
around shared visions and values and the development of leader- 
ship and proficiency. 

We believe that today we represent a National asset. I am aware 
that this is not, sadly, said about all postal operators in the world. 
This hearing indicates that the intention of this Congress is to 
guarantee that this will be said about the USPS in the days to 
come. 

This is contrary to most European countries, where governments 
seem to have reached the conclusion that their postal operators are 
incapable of surviving through their own efforts. Indeed, the pre- 
vailing view is that they need the protection of a monopoly posi- 
tion. 

It is considered that the extra cost has to be borne by the cus- 
tomers. There are examples of countries which, in order to retain 
the monopoly for the foreseeable future, are prepared to pay a let- 
ter rate, excluding VAT, double that accepted in Sweden. 

However, there are no certain victories in the future, not even for 
us in Sweden Post. Hard work and a forward-looking approach will 
be needed, and developments will have to go our way if we are to 
succeed. 

We believe that if we continue to receive the right support and 
are able to work under the same conditions as private sector busi- 
ness, we will continue to be able to provide the whole of Sweden 
with a world class postal service and continue to represent a Na- 
tional asset to our country. 

If I may conclude with some remarks on what experiences can 
be drawn from Sweden and perhaps to the United States, those 
would be as follows — and I make these comments bearing in mind 
that each country has its own history and its own tradition that 
must be respected, and that is certainly the case in your great Na- 
tion. 

Bearing that in mind, I would say that a first step, given our ex- 
periences, would probably be to prepare the USPS for competition. 
That would be done by changing USPS into a limited liability com- 
pany still owned by the State in the first step. 

The second step, to be decided now, but to take place in, say, 5 
years’ time, would be to deregulate the market and at the same 
time introduce a Postal Services Act. This Act could he imple- 
mented by a new services commission, perhaps developed on the 
basis of the present Postal Rate Commission. 

As a third step, the USPS could be fully privatized by a sale of 
shares. In Sweden, that would be a controversial step; with the 
American tradition, it is probably a necessary one. 
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The basic question faced here is whether the Postal Service is a 
part of the market economy where consumers demands are govern- 
ing or whether it should be looked upon as a part of a country’s 
infrastructure, like highways, to be financed collectively. 

To me, the answer is simple. To 95 percent, the posts are a part 
of the market economy and should be run accordingly. 

Thank you. 

Chairman STEVENS. Thank you very much, Mr. Dahlsten. 

Those were all very interesting comments. 

Let me first recognize that Congressman Mark Sanford has 
joined us. Did you have an opening statement, Mr. Sanford? 

Mr. Sanford. No, I do not, Mr. Chairman. 

Chairman Stevens. Thank you. All of the statements that were 
referred to in the beginning will be printed in full in the record, 
and with the concurrence of our guests, we will print all of the ma- 
terial that you have given us in the record. 

Pardon me. I do apologize, Mr. Persson. Did you have a comment 
to make in addition to that of Mr. Dahlsten? 

Mr. Persson. No, Mr. Chairman. 

Chairman Stevens. Let me turn to Chairman McHugh first. 

Mr. McHugh. Thank you very much, Senator. 

Gentlemen, we appreciate your comments here today. Beyond 
what you noted for the record in your spoken words today, I think 
everyone should know that you have collectively provided us with 
a wealth of information that we are going to take back and try to 
analyze and utilize as best we can. So we appreciate that rather 
unseen effort as well. 

Let me start with the comments near the conclusion of Mr. 
Dahlsten’s remark. You gentlemen — Mr. Toime, Mr. Clermont and 
Mr. John — heard his comments about a letter mail monopoly and 
his feelings about how it is somewhat unnecessary. All of you, as 
I understand it, if not enjoy, employ, that mail monopoly. 

Mr. Toime, in your recommendations to us as to how we might 
restructure the U.S. Postal Service, you recommend retention of 
that mail monopoly. I was curious as to how you might respond to 
Mr. Dahlsten’s comments or, more to the point, how you perceive 
the letter mail monopoly in your jurisdictions. 

Mr. John? 

Mr. John. Our mail service is going through a transition. We en- 
joyed a monopoly of 10 times the basic letter rate — our basic letter 
rate was 45 cents — and also a 500 gram weight break, so anything 
that was below 500 grams, a competitor had to charge $4.50. The 
last round of regulation came about from an industry commission 
report on Australia Post, and they recommended a reduction of the 
monopoly structure down to four times and to 250 grams, so there 
was a very, very considerable reduction in that monopoly. 

This was designed to allow us to become more efficient and to 
open up the market, and $250 million worth of revenue was opened 
up to competition within our organization because of that. We be- 
lieve that maintaining the monopoly and not budget-funding com- 
munity service obligations is the way to go. While progressively de- 
creasing the monopoly, allowing access to markets has at least de- 
creased by competitors and taken us into a competitive environ- 
ment — keeping in mind all the time our community service obliga- 
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tions for a country that is as vast as Australia, particularly in our 
rural and semi-rural areas. 

Mr. McHugh. Before we turn to the other gentlemen, let me re- 
phrase the question. Do the three of you feel that the letter mail 
monopoly is necessary to protect affordable services principally to 
rural areas, but indeed anywhere in the country? 

You heard Senator Stevens’ opening comments about the sparse 
population of his district and his State, and certainly of my district 
as well. That is a deep concern for many of us, and the letter mail 
monopoly is traditionally presented as a way by which we can pre- 
serve that uniform price, universal service. Do you agree with that 
approach, or do you think there is a different way? 

Mr. John. We certainly agree with universal service for a univer- 
sal price. 

Mr. McHugh. Mr. Clermont? 

Mr. Clermont. Yes, also. Senator Stevens mentioned that his 
State was one-fifth of the United States. At least 70 percent of our 
country is like your State, hardly populated. So we need to serve 
all Canadians, wherever they are, and the only way to do it is 
through this system. Our monopoly was set at three times the 
basic letter rate back in 1982 and has not moved. 

There are infringers. A number of cities lately have started deliv- 
ering their utility bills through their surplus employees as they 
have downsized. We do nothing about it; we do not enforce it be- 
cause in the end, I think we can satisfy these customers that we 
will do it better and cheaper. So in the meantime, we do need that 
monopoly. 

Mr. McHugh. Mr. Toime? 

Mr. Toime. In New Zealand, it is Government policy to remove 
the monopoly, and New Zealand Post and I personally support the 
removal of the monopoly and the deregulation of the post in New 
Zealand. 

However, I think the circumstances and conditions are very dif- 
ferent. Setting aside the question of geography, it’s a question of 
8 years of continuous reform of a postal business where we are 
match-fit, we are ready for competition, and we know that we can 
perform very creditably in a deregulated market. 

In the case of the United States, I do not think the evidence is 
available to be able to tell that story, to be able to make a decision 
about deregulation. Given the magnitude of the changes which are 
necessary here, I for that reason would not support immediate de- 
regulation of the postal business here. I think that is something 
that would have to be investigated over time once the postal busi- 
ness here has been able to prove itself as a commercial entity. 

Mr. McHugh. Thank you very much. 

As a related follow-up, I would think you three gentlemen would 
have a lot in common. You certainly have some powers that would 
be in some ways envied by our postmaster general, in your oppor- 
tunities outside the letter mail to commercialize. 

Mr. Clermont, you mentioned the recurring charges of cross-sub- 
sidiMtion that you have encountered. We are encountering that 
against our Postal Service already. I have to wonder how, particu- 
larly given your high level of commercialization outside the letter 
mail monopoly, you have been able to prove that you are not cross- 
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subsidizing. How do you build those walls in a way that is believ- 
able? 

Mr. Clermont. Well, it is extremely technical, but I think that 
the last time we were at the Bureau of Competition, which is a ju- 
dicial tribunal there to administer the Competition Act, which is 
the equivalent of your antitrust legislation, and we made the proof, 
just like any other companies would, that the combined — two 
things — that the combined market share of Purolator, the company 
we were acquiring, and our market share in the courier business 
would not be detrimental to the competition in that business in 
Canada; and then, secondly, we opened our books to the Bureau of 
Competition. We had accountants, we had our auditors come to the 
Bureau, and in its public decision, the Bureau stated that it was 
satisfied that the accounting practices of the corporation were such 
that there was no need to be concerned with cross-subsidization. 

Mr. McHugh. Let me interrupt you, and I apologize. You said 
you opened your books. Do you have certain data or information 
that you consider proprietary, and you do not share? 

Mr. Clermont. Very much so. We have some data that we will 
not share. We will share with the Bureau of Competition, and we 
are equal to any other corporation in that sense. There is provision 
in the antitrust legislation for the Bureau to keep some information 
confidential if it is commercially sensitive or would give undue ad- 
vantage to the competitors. 

Mr. McHugh. But all of that information is opened up to an 
independent panel. 

Mr. Clermont. Yes. 

Mr. McHugh. I have many other questions, but I would defer 
back to the good Senator at this time so that others may question 
you. 

Thank you, gentlemen. 

Chairman Stevens. Thank you very much. 

Mrs. Collins? 

Mrs. Collins. Thank you very much, Mr. Chairman, 

Chairman Stevens We are using about a 10-minute, give-or- 
take rule. Please proceed. 

Mrs. Collins. Thank you, Mr. Chairman. I have about three or 
four questions. 

Mr. Clermont, what does “long-distance transportation” mean? 

Mr. Clermont. We mean inter-city or inter-provincial. We have 
a fleet of stepvans to move mail in the cities, but any other trans- 
portation as between Toronto and Montreal or Ottawa and Mon- 
treal is contracted out to the private sector. So we are the largest 
user of transportation services in Canada. 

Mrs. Collins. So your postal service that the Government owns 
is only within a city or province? 

Mr. Clermont. Yes. Otherwise, we move it through 

Mrs. Collins. Your transportation is Government-owned isn’t 
it — your railways? 

Mr. Clermont. No. First of all, we do not use the railways, but 
this was Government-owned until 3 months ago; it was privatized 
3 months ago. Canadian National Railways was privatized. 

Mrs. Collins. All right. You said you have a state-of-the-art con- 
trol center in Ottawa that allows you to track every piece of mail. 
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Mr. Clermont. Yes. 

Mrs. Collins. Even through the private carriers, then? 

Mr. Clermont. Yes. Well, we track the letter containers in 
which mail is placed. We track every, single piece of mail of cou- 
rier, for instance, where the customer buys a track and trace fea- 
ture. So we know where that piece of mail is at any moment in 
time. 

Mrs. Collins. Mr. Chairman, it might be nice to have a CODEL 
to visit that center in Ottawa. 

Mr. Clermont. You would be most welcome. 

Mrs. Collins. I would really like to see that. 

Mr. McHugh. That is just a few miles from my Congressional 
District, so no problem. 

Chairman Stevens. Well, I think you have a good idea. It does 
seem to me that we ought to go on a basis of not only both Houses 
of Congress, but with the management and labor structure of our 
country, and go and visit some of these and have some informal 
conversations to get a better grasp of what has happened in these 
areas, because they are ahead of us in terms of modernization — not 
in modernization, but in terms of management reform. 

Mrs. Collins. Mr. Toime, you said 32.1 percent profit. Is that in 
1 year, or is that over the 8 years? 

Mr. Toime. That is in 1 year; it has been profitable over the 
years, and the average for the last 5 years was 24 percent return 
on shareholder funds. 

Mrs. Collins. After tax? 

Mr. Toime. Yes, after tax. 

Mrs. Collins. That is wonderful. 

Mr. John, you mentioned that you flattened the management 
structure and removed job tenure for managers and reeducated 
them to focus on the bottom line rather than building bureaucratic 
empires. I wonder, how long did it take you to resolve that labor- 
management tension? Was that something that happened in 1, 2, 
or 3 years, or are you still working on it? 

Mr. John. Well, we have gone a long way toward solving that. 
I would say it is about 80 percent completed. And we have just con- 
ducted surveys of our staff, and it is showing that that is in fact 
the case. 

But we certainly did change our method of management. All of 
our executives had security of tenure in their jobs — and I am going 
back now to corporatization in 1989 — and the management struc- 
ture was challenged because it was recognized that the style of 
management, bureaucratic, inward-looking, was not going to take 
Australia Post where it needed to go to survive. 

So five senior positions were advertised, and of those five, three 
appointments were made externally, and that was either through 
people applying or, in my case, a headhunter. Then, that process 
was cascaded down through the senior management positions, 
some 150-160 management positions. And then, the next two levels 
of management, which was around 430-450 people, were all taken 
from security of tenure as well, so that they were then placed on 
performance contracts, and their salaries were adjusted to take 
into account their loss of the security of tenure. 
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Some of those positions were advertised, and some were not, but 
it meant that there was about a 25 percent change in the manage- 
ment structure throughout the organization, and that was to intro- 
duce new culture, which became market-driven rather than oper- 
ationally inward-looking. 

Mrs. Collins. You mentioned that most of the major decisions 
that affect the workers were jointly made between labor and man- 
agement. Did labor pick their own representatives to work with you 
on those, or did your postal service pick those representatives? 

Mr. John. Our participative management is a style of manage- 
ment, and I will just run through the sort of environment that is 
created. There is a preamble about the necessity to commit the 
union and the management toward the viability and continued effi- 
ciency and reliability of providing service to the organization. 

But briefly, the steps were; that effective local consultative ar- 
rangements are to be put in place; middle managers, supervisors 
and staff are assisted and encouraged to participate in problem- 
solving decisions at their own workplaces; effective two-way com- 
munication with staff is to take place; and first-line middle man- 
agers are assisted and encouraged to play a greater role; adequate 
training is given to management, supervisors and staff in partici- 
pative groups, to enable them to talk meaningfully to each other 
and to identify, analyze and resolve problems; the reasons for 
changes affecting their workplaces are to be clearly explained and 
discussed with all staff prior to implementation; contentious deci- 
sions or implementation difficulties arising out of national agree- 
ments are to be referred to higher levels before implementation so 
that consultation can take place at those levels; the roles and func- 
tions of various management levels and union representatives need 
to be clearly documented and respected. The parties agree that pri- 
ority needs to be given to putting the above principles into effect, 
and National and State groups will be established to lead and mon- 
itor resultant actions. 

The participative culture of Australia Post is what really has 
changed the whole culture of the organization, and it is the founda- 
tion stone of all of our methods of implementing change and main- 
taining change. We have now moved to quality accreditations and 
world best practice by using a participative management approach. 
It involves everybody; even I have been to a 7-day off-campus par- 
ticipative management structure. We are about halfway through 
training people in the whole of the organization in participative 
management of the workplace center, but most of them have all 
had training on the work center in smaller areas. 

Mrs. Collins. Have all of you had great success in your labor- 
management relationships? 

Mr. Dahlsten. If I may answer that question, if you make a big 
change like most of us have done, there is of course a bit of turmoil 
around that, and you have to expect it. But we have had the sup- 
port of the labor unions in all basic changes. They understand that 
it is a question of survival in the long term, and they cannot hang 
onto old systems. 

The biggest problem was to change the system of wages to a 
more modern, business-oriented way, with bonuses on the profit 
center level and so on. 
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Mrs. Collins. Was that an increase in wages? 

Mr. Dahlsten. No — well, you could put it this way. The fixed 
wages were reduced, actually, but the incentives were increased. 
This has worked very well in the long run and has increased effi- 
ciency enormously. 

So this breaking down into profit centers has also meant that we 
now have formal boards where union representatives participate. 
They appoint a couple of the members of those boards that are run- 
ning those broken-down profit centers and are in that way partici- 
pating in the corporate planning. 

Mr. Toime. In New Zealand, we have spent a lot of time to en- 
sure that labor unions and employees understand the reasons and 
background and necessity for the change, what the company is try- 
ing to achieve. We have had no lost time. Even though we have im- 
plemented some very significant reforms within the business, it has 
always been explained and understood in the context of the com- 
mercial necessity and the need to win in the future. So it is always 
focused on what is to be achieved in the future. 

Mrs. Collins. Mr. Chairman, I want to ask one more question 
about the shareholders. Is that open to the public? 

Mr. Toime. Not in New Zealand. The Government is the sole 
shareholder, and that ownership is separated quite clearly from the 
issues of regulation and the social obligations. 

Mrs. Collins. I see. 

Mr. Clermont. It is the same thing in Canada. 

Mr. Dahlsten. The same thing in Sweden. 

Mr. John. We refer to our shareholders — even though we are 
Government-owned — as firstly the people of Australia, and they get 
a dividend in the area of efficiency in the lower price of the letter. 
The employees there are shareholders in the business, and they get 
increased rewards by improving their efficiency through our enter- 
prise bargaining agreements. Arid the management naturally share 
in the success, and the legislative people share, and the Parliament 
who represents the people shares in the success of their ability to 
come to grips with what needs to be done. 

Mrs. Collins. Thank you. 

Thank you very much, Mr. Chairman. 

Chairman Stevens. Thank you. 

Let me welcome Gene Green of Texas. Congressman, did you 
have an opening statement you would like to make? 

Mr. Green, fc. Chairman, I would just like to submit it for the 
record and thank you for having the hearing.^ 

Chairman Stevens. Thank you very much. 

We will now turn to Congressman Mark Sanford. 

Mr. Sanford. Thank you, sir. 

One quick question, and in large part this is following up on co- 
Chairman McHugh’s thoughts on the issue of privatization, com- 
mercialization, whatever you want to call it 

Chairman Stevens. Congressman, could I interrupt, please? Par- 
don me. 

Mr. Sanford. Yes, sir. 


^ See Mr. Green’s prepared statement on page 26. 
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Chairman Stevens. I see people standing up in the back. These 
chairs up in front are no longer reserved; so if you would like to 
come up front, we would be pleased to have you. 

Pardon me. 

Mr. Sanford. Yes, sir. 

My question is sort of open-ended, and that is, if you were to 
take New Zealand as being the furthest out there on the competi- 
tion frontier, are they the only ones on the right track? Some peo- 
ple have argued that changes in technology will take away in time 
monopolistic control of any mail system. If you look, for instance, 
at the Atlanta-New York mail route, right now, that is a cash cow 
for the U.S. Postal Service. However, as technology changes, the 
cash cow portions of the business will be eroded in terms of market 
share by electronic mail and by a whole host of other activities, and 
therefore it is going to be tougher and tougher to do universal serv- 
ice at one price. 

Some have therefore argued, go ahead and make the change now 
so that the Postal Service can be reactive and be prepared to offer 
at least quasi-universal service at one price, or close to one price, 
rather than make an abrupt change down the road. 

What is wrong with that argument? 

Mr. Clermont. Personally, I do not think there is anything 
wrong with this argument. We have to prepare now for the future, 
and 

Mr. Sanford. But my question is competition, the way New Zea- 
land has gone, is that the only way to get there? 

Mr. Clermont. I believe so. 

Mr. Sanford. Would that be contrary to your 

Mr. Clermont. Well, New Zealand still has the monopoly. I 
think it has to be a system of checks and balances. In a country 
like Canada, there is no question that down the road, the substi- 
tution will take its toll. But we see our role in Canada Post Cor- 
poration as the one organization that can still, even in an electronic 
age, offer universal mail service, whether the mail is electronic or 
otherwise. 

We are partners in a test being developed in the Province of Que- 
bec for interactive, universal, bi-directional cable television, with a 
cable TV company and a phone company and a bank, because we 
see that this is probably where our future lies. 

We will not have a monopoly or any form of monopoly there, of 
course, and we will have to prove as good as any, and the earlier 
we can start doing that, the better. I think that at three times the 
letter rate, as I indicated, our monopoly is very lax — plus a number 
of exceptions, at least two pages of exceptions, and a policy of not 
enforcing it. We are almost at the point that Mr. Toime suggested. 

Mr. Sanford. Are there any other thoughts on that? 

[No response.] 

Mr. Sanford. If not, I will yield back my time, sir. 

Mr. Dahlsten. Not to misunderstand my position here. I agree 
with Elmar Toime that you have to be prepared for competition 
first, and I do not think that in the present situation, the USPS 
should be put in a situation where they have to face total deregula- 
tion. That would probably be disastrous in the short term, but also 
in the long term. 
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So you have to take it in steps. But perhaps you are better off 
if you decide upon the steps now, saying that you have this time- 
table, so that everyone knows what to expect, because if you know 
that, then you prepare yourself. Otherwise, you will just postpone 
the preparation. 

But that is my view, and I still believe that you should deregu- 
late, but you have to take into account that the circumstances 
should be according to a timetable where USPS step-by-step pre- 
pares itself for the new situation. 

Mr. Sanford. Thank you. 

I yield back. 

Chairman Stevens. Thank you very much. 

Mr. Green? 

OPENING STATEMENT OF CONGRESSMAN GREEN 

Mr. Green. Thank you, Mr. Chairman. I appreciate the oppor- 
tunity to be here. 

Gentlemen, if you cannot tell from my accent, I am from Texas, 
and there are some comparisons — I know the testimony from Swe- 
den Post is that they handle 4.3 billion pieces of mail each year. 
In the district that I represent in Houston, we process 1 billion per 
year just in our facility. And it is a new facility that has been mod- 
ernized in the last few years, in fact, upgraded, and it is literally 
state-of-the-art — although, Mr. Chairman, I enjoyed my visit to the 
North Slope in August, and I would think some of the North Slope 
in your State would be similar to the northern part of Sweden, 
where it is difficult to get to, particularly on a daily delivery, but 
it is done, and I know in Sweden, too. 

This is my first term on this committee, and all of us utilize the 
mail, and we know the problems that we see. After reviewing the 
testimony, I know that each of you moved from less autocratic 
management to more employee involvement. And I see the com- 
plaints that we get from both employees and managers in our sys- 
tem. Each of you has some type of collective bargaining agreement 
with your employees, and I know from the history of your countries 
that you have a long tradition of collective bargaining, so you in- 
volve them in the success you have had the profit from. In New 
Zealand particularly, it is a part of involving your employees in 
that and using their collective bargaining agreement. 

I know my colleague from Detroit probably asked some similar 
questions, but one of the complaints I receive from the actual line 
workers, letter carriers, postal workers is that sometimes we have 
such autocratic management techniques, and I know you reached 
that hurdle and obviously have had success in overcoming it when 
you add 10 times or 20 times the number of employees and the 
number of parcels and items that we deliver. 

If you have some suggestions that we could use to involve more — 
and I know that is also the tone of management, though, in private 
business, is to involve your employees in your decisionmaking, 
using the collective bargaining process that each of you have. And 
so I wonder if you have any comments on that, or on any particular 
success that you may have had, how you developed that trust be- 
tween management and your employee groups. 

(The prepared statement of Mr. Green follows:] 
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PREPARED STATEMENT OF CONGRESSMAN GREEN 

1 would like to thank and commend Chairman McHugh for having the insight to 
hold these much needed hearings on Postal reorganization within the U.S, Postal 
Service. In this time of massive reorganization and streamlining of the Federal Gov- 
ernment it is timely to hold these hearings. 

The U.S. Postal Service handles the largest amount of mail in the world and 
therefore is very unique, however, it is to our benefit to look at what plans other 
countries have implemented in their successful reorganization plans. 

With the technological advances this country has made it is in our best interest 
to look at reorganizing the U.S. Postal Service and bringing it in line with today’s 
competitive market. 

As always 1 look forward to hearing from the various witnesses who will testify 
this morning on how we can make the postal service more responsive to the needs 
of its customers and more competitive in this world of ever increasing technology. 

Again thank you, Mr. Chairman. 

Mr. Clermont. If I may, Mr. Chairman, what struck me on visit- 
ing the U.S. Postal Service and the conversations I have had is in- 
deed, still, the great dei^ee of autocracy that I find here. And per- 
haps one symptom of this is the importance that the security inves- 
tigation branch of the postal service still has. 

I think that you get what you call for. First of all, the depart- 
ment used to hire a supervisor, give him or her a baseball bat, and 
then tell him or her walk behind the rows and make sure every- 
body was there. And that is very true that it was done this way. 

We have reduced the number of supervisors by 50 percent. In 
some offices, we do not have supervision. The unionized work force 
elect a lead hand, and he is one of them, and they are probably the 
ones that run best. 

We have reduced the role of our security people by 90 percent. 
The head of security is three levels down in the organization. And 
I remember that when I first came to Canada Post in 1983, the 
head of the security to the postal service came back with a lot of 
good recommendations that he had heard here, and I fired him 
promptly because that was not the tone that I thought we needed 
in the organization, and I think it served us well. 

It is a cliche the violence in the Postal Service. You see it in com- 
edies and skits. But we do not have that problem, and again, you 
have to wonder who brought the gun into the workplace in the first 
place. 

Mr. Toime. Mr. Chairman, if I might just add some brief com- 
ments to that, I think this question of autocracy is a major man- 
agement development issue, and it does take time to address, and 
I think some of the things we just heard from Canada are very, 
very applicable. 

What I would add in addition is that every manager in New Zea- 
land Post has objectives relating to improvements in employee sat- 
isfaction. It is a truism in management that you get what you 
measure, and really, this has made a significant difference. Man- 
agers are being forced to think about what their employees think 
about them. We have independent surveys three or four times a 
year which are reported back to the employees and the managers, 
and that really is making significant differences in the business. 

Thank you. 

Mr. John. We have approached it very much in the facility basis 
and in our enterprise agreement, where anybody who works in a 
particular facility, that facility qualifies under seven different cri- 
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teria. They actually score themselves, and once they get to a cer- 
tain level, they get a cash pa 5 nment — this year, it is $580 — for 
achieving above the benchmark, and we keep lifting the benchmark 
in each one of the agreements. So we actually ^ve the people the 
money, and they form their work groups and their teams to achieve 
a reduction in absenteeism, better occupational health and safety, 
better performance regulation. So we are sharing the gains with 
our people. And then, if the conditions under which they are work- 
ing in terms of hours and things of that nature are no good, we 
have the flexibility within our organization and with our union’s 
concurrence to have a separate agreement so that people can come 
to work any time they like and leave any time they like provided 
they put in all the hours. 

So the people have actually got a buy-in to the community in 
which they work and the environment and the social reaction, and 
we have continual programs in innovative ways for people to come 
to work and spend their time in happier, better environments. We 
are the leading edge in that in Australia, and our quality service 
programs are internationally recognized and in fact have been 
taken up by some of the postal administrations and outside of the 
postal organizations. 

But what it has done is allowed everybody to have a buy-in in 
their facility, so they are relative to their day-to-day job; they are 
not part of an enormous bureaucracy, and they are not lost. Every 
individual is represented and given an opportunity to be a part of 
a team and to be able to be rewarded through achieving predeter- 
mined goals. 

Mr. Dahlsten. I would also emphasize what has been said here 
about how you must get there. Targeting on profitability, customer 
satisfaction and employee satisfaction is essential, because you do 
what you are targeted on, and you get your bonus. 

I would just add one thing. The breaking down of the company 
into business areas, into subsidiaries, into profit centers that are 
so small that people can feel part of the unit, is essential. Modern 
IT technology makes it quite possible to keep a very complicated 
company together even if you break down the responsibilities into 
those small profit centers. I believe that to be the way to get real 
participation. 

Mr. Green. Mr. Chairman, I noticed in Canada Post in particu- 
lar, on-time delivery has gone from 85 percent to 97 percent. Again 
using Houston, we were trumpeting 86 percent overnight in our 
area, and that is such an improvement. And you still increased to 
that 97 percent without losing some of the support that you have 
from your employees, and that is commendable in each of the coun- 
tries. 

Mr. Clermont. I think our employees are very much behind us, 
Mr. Chairman. I wish that their labor leaders were as much behind 
us as the membership is, but that will come. It is still ingrained 
in the tradition. But I believe that working and empowering our 
employees the way we have, and because I spend a lot of time in 
the plants myself, I hear what they have to say, and they want a 
change in the leadership of their unions as well. 

Mr. Green. Thank you, Mr. Chairman. 

Chairman Stevens. Thank you. 
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Gentlemen, we come from a different constitutional base. Our 
Constitution requires us to maintain post offices and post roads — 
an interesting thing that some people forget sometimes. 

I wonder, do we all have the same definition of “universal serv- 
ice”? Is it service anywhere in your Nation at a fixed price? Is the 
postage stamp rate the same throughout the servi:;e area? Do we 
have the same concept of universal service? 

Mr. Dahlsten. Not fully. In Sweden, we have five times a week, 
and there is a universal price cap for individual letters — single let- 
ters, not for bulks 

Chairman Stevens. You have different rates for parcel post, 
then. 

Mr. Dahlsten [continuing]. But it is overnight, so it has to be 
overnight all over the country. That, I do not think is the case in 
any other country. 

Chairman Stevens. You put a time factor in universal service 
that it must be overnight. 

Mr. Dahlsten. Exactly; it must be overnight. I think we are the 
only ones who have that. 

Chairman Stevens. Do any of you have zones for letter service? 
Is it universal throughout your country? 

Mr. Toime. Throughout the country. 

Mr. Clermont. We do not, Mr. Chairman, legally have to main- 
tain a post office in every community. 

Chairman Stevens. That was going to be my next question. We 
do not have that mandate, either, but it has been a tradition in our 
country that every community has a post office, and we have gone 
to contract post offices at times. 

Do all of you maintain post offices in each community? 

Mr. John. Our Act defines it as “access to the postal service any- 
where in Australia,” and that access can be through various meth- 
ods other than a post office. It can be through the community serv- 
ice mailbag and a plethora of different ways of accessing, but that 
is how it is defined in our Act, as access to the postal network. 

Chairman Stevens. Well, our Congress has mandated 6 days de- 
livery per week. I take it you all work on a 5-day basis; is that cor- 
rect? 

Mr. Toime. Six days in New Zealand. 

Mr. Clermont. Five in Canada. 

Mr. John. Five in Australia. 

Mr. Dahlsten. Yes, five. 

Chairman Stevens. Five elsewhere. Was that a change from the 
time that you went into this deregulatory period? Did you have 6 
days before? 

Mr. John. No. 

Mr. Dahlsten. We had 5 days. 

Mr. Clermont. We had 6 days. This was not legal, Mr. Chair- 
man. It was a policy. It had always been 6 days, so we moved it 
down to 5 days. 

Chairman Stevens. There has been some concept expressed here 
about employee relations. I take it from what has been said that 
some of you have operated under systems where your employees 
have the right to strike, but it is compulsory arbitration if they do 
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strike, with the right of the government to call them back during 
compulsory arbitration. 

Is that the case uniformly here? 

Mr. Dahlsten. No. They have the right to strike without any re- 
strictions. But the real restriction here is that they are afraid of 
loosing jobs. In Sweden, it is perhaps easier than in many other 
countries to lay off. Our situation is just like that of a private com- 
pany; there is no difference. And therefore, they know that if we 
are not competitive, we vdll have fewer jobs, and that is the real 
restriction. 

Chairman STEVENS. I see. 

In the other countries, is there the right to strike subject to com- 
pulsory arbitration? 

Mr. Toime. In New Zealand, once we have an agreed contract for 
a period of time, there is no right to strike, but you can strike in 
negotiating for a contract, and then there is no compulsory arbitra- 
tion. It is absolutely between the employees and the company to re- 
solve all industrial matters. 

Chairman Stevens. But if there is no contract, what happens, 
Mr. Toime, at the end of a contract? 

Mr. Toime. At the end of the contract, both parties have to come 
together to attempt to negotiate a new one. It is left to the parties 
to do that. It has always been achieved. 

Chairman Stevens. You have been successful. 

Mr. John? 

Mr. John. We have a right to strike, and they do go on strike, 
and we have an arbitration system which can direct people to re- 
turn to work, but they do not necessarily have to do that, so then 
we resort to civil action. We have the capability of doing that. 

Chairman STEVENS. Do you have striker replacement? Can you 
replace people who are on strike? 

Mr. John. Under certain conditions, but very, very rarely would 
that be invoked. 

Mr. Clermont. We have that ability, Mr. Chairman, to hire re- 
placement workers. We have done it twice. 

Chairman Stevens. You have some interesting retail outlet fran- 
chise agreement, in going over the papers that we have gotten. I 
would be interested if you could tell us how they have worked with 
regard to staffing and with regard to location of the offices. Are 
those like our contract post offices, where we contract with an en- 
tity to provide the postal service — usually, it is boxes that they pro- 
vide at a central location within a community — or am I misreading 
this franchise agreement concept? 

What does it mean to you, Mr. Clermont? 

Mr. Clermont. For us, it is the same as a McDonald’s franchise. 
We have contracted offices. We used to have more of them. We call 
them sub-post offices. But the franchisee puts up the money up 
front, then he pays in royalties afterward. He or she has to buy a 
standard set of equipment, counters, that are to our design, and 
then operates it with his or her own staff. 

The way we choose the franchisee is to go through a locational 
analysis first — where should the post office be located, at the cor- 
ner of such-and-such street. Then we see who is interested around 
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there. Most of them are in drugstores. We have the same condi- 
tions as you would see in a McDonald’s franchise. 

Chairman Stevens. They can operate other businesses on the 
same premises? 

Mr. Clermont. Oh, very much so, very much so, yes. 

Chairman STEVENS. Do you have some standard of compatibility? 
Could you put it in a McDonald’s, or can you put it in 

Mr. Clermont. Well, we try to choose businesses that are open 
very long hours and weekends. Drugstores are the most common 
choice. 

Chairman STEVENS. Do you do that, too, Mr. John? 

Mr. John. Yes. We were losing an enormous amount of money 
in our retail networks, and in conjunction with our unions, we 
came to an agreement that we had to tackle it. And what we did 
was we said we would convert — where we had three full-time em- 
ployees in a post office that were losing the bulk of the money, that 
we would convert those to agency arrangements. So the postmaster 
was offered, indeed, the purchase of the premises, the purchase of 
the business, but generally, it could not operate by itself, so if it 
was unprofitable with us with three people, it was going to be un- 
profitable with him. So then it became what we call an “in conjunc- 
tion licensed post office.” So they are with news agencies, with 
pharmacies around the country, and that is the major part of our 
retail network is licensed post offices. And our franchisees are re- 
munerated on a commission system where they get a commission 
for selling stamps, they get commissions for doing banking and 
things of that nature. They also provide lockboxes and security and 
private 

Chairman Stevens. Do they charge the customers for the 
lockboxes? 

Mr. John. Yes. 

Chairman Stevens. In New Zealand, do you have similar con- 
cepts of franchise or contract operations? 

Mr. Toime. Yes. In New Zealand, we have both franchise and 
contract operations. Franchises operate exactly as was described in 
the Canadian case, strict franchises, always in conjunction with 
other businesses, and we find that the postal element will contrib- 
ute to the fixed costs of running that business, but will not contrib- 
ute to profit, so it does require some other business in conjunction 
with the post. We also have some contract offices. 

The whole objective is to convert fixed costs into variable costs. 
That is the millstone of the post, and the opportunity to contract 
out post office services really shifts from fixed to variable cost. 

Chairman Stevens. Do you have the same experience in Sweden, 
Mr. Dahlsten? 

Mr. Persson. Yes. The Swedish franchise system is normally a 
grocery shop taking over as a franchisee, and he works on a 50 per- 
cent fixed revenue and 50 percent variable revenue. And a success- 
ful franchisee in Sweden gets about $20,000 per year. 

Chairman Stevens. I am delighted, gentlemen, that you are 
going to join some of us for lunch, and we will have some further 
conversations about some details. But let me ask you about one de- 
tail that is very interesting to me, personally. 
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I am the Senator who proposed the reformation of our Federal 
retirement system. We have a new type of retirement system now, 
and it is available to our postal employees. Is your Government re- 
tirement system available to your postal employees, and do you 
make contributions as an employer to that retirement system? 

Mr. John? 

Mr. John. Yes. All of our employees have an opportunity to join 
a retirement fund. It is one of the most generous in the nation. 
There is a qualifying period; they make contribution, we make con- 
tribution, and it is universal to everyone. 

Chairman Stevens. Mr. Clermont? 

Mr. Clermont. The same thing. 

Chairman Stevens. Mr. Toime, do you have one? 

Mr. Toime. Our employees do not belong to a Government fund; 
they belong to a company-sponsored fund. 

Chairman Stevens. But is there any contribution from your Gov- 
ernment to that system? 

Mr. Toime. No, not at all, no. Totally 

Chairman Stevens. It is totally privatized now? 

Mr. Toime. Totally privatized in terms of pension schemes. 

Chairman Stevens. Very interesting. 

Mr. Dahlsten? 

Mr. Dahlsten. When we became a limited company, we took 
over all pension liabilities from the State, which meant a big dip 
into our equity, actually, but now everything is on our agenda; 
nothing on the State. 

Chairman STEVENS. My last question would go to you, Mr. 
Dahlsten. You made a comment that in rural areas, your postage 
rate does not cover the costs, but that you have worked that out. 
That is a problem in our country and in Alaska in particular. How 
have you worked out the differential of costs in rural areas? 

Mr. Dahlsten. First of all, I would say that you have to realize 
that it is part of the business idea that everyone should reach ev- 
e^one. If you look upon Federal Express and UPS, private compa- 
nies, for instance, you can see that they basically try to solve these 
problems in many ways. Everyone has to reach everyone; that is 
part of the whole idea. 

You could not run a business like this without that concept. You 
have to bear that in mind. It is not just a question of cost; it is 
a question of giving service according to what the customers want. 

The other thing is that you can do this by being competitive for 
the business community. If you pve them the services in the big 
cities, the services that the big industries and the big customers 
want, then you get the revenue and the profitability that will cover 
the costs for the rural areas. 

That is what it is all about. If you are not allowed to really com- 
pete where the big money is, then you will never have a chance to 
pay for the costs for the rural areas. 

Chairman Stevens. Do you get any Government contribution for 
the excess cost of rural areas, any of you? 

Mr. John. That is covered by the universal service rate. 

Chairman Stevens. But in your privatized system, or even semi- 
privatized system, the postal rate is sufficient to cover the excess 
cost to rural areas? 
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Mr. John. Yes. We identify a community service obligation and 
actually put a value on that on an annualized basis, and it is $60 
million, or it is $90 million, or it is $100 million, and that is the 
community service obligation which is funded by the cross-sub- 
sidization of the basic letter price, the basic letter being less than 
250 grams. Anything above that has differential pricing. We charge 
more to go a farther distance than we do for a shorter distance. 

Chairman Stevens. But what about your parcel post system in 
rural areas? Is it strictly on a cost basis? 

Mr. John. That is deregulated; we can charge what we like. 

Mr. Dahlsten. Totally deregulated. We have a lot of private 
competitors, although we are market leaders now, and the most 
profitable one. 

Chairman Stevens. But you do have different rates to rural 
areas? 

Mr. Dahlsten. We have the same system with a price cap that 
is put by ourselves for commercial reasons. 

Mr. John. We operate virtually a universal service in our parcels 
market above the 250 grams because it is a market advantage for 
us. But the Government from time to time does look at our prices 
for nonreserved services, and as a matter of fact, that is up to in- 
quiry at the moment. 

Chairman Stevens. I have taken a little more time than I 
should. Mr. Chairman, do you have any further questions? 

Mr. McHugh. Mr. Dahlsten, I assume you pay full taxes as any 
operation or enterprise in your country; true? 

Mr. Dahlsten. Yes. 

Mr. McHugh. Mr. Clermont, you mentioned that you do pay 
taxes on your commercialized enterprises, but do you pay property 
taxes on your freestanding postal offices, etc.? 

Mr. Clermont. Yes. 

Mr. McHugh. So you pay taxes from top to bottom. 

Is that true for you, Mr. John? 

Mr. John. We pay all taxes as though we were a private enter- 
prise organization. 

Mr. McHugh. Mr. Toime? 

Mr. Toime. The same. 

Mr. McHugh. So there is no exemption or attribution for your 
letter mail monopoly? 

Mr. John. None whatsoever. 

Mr. Clermont. No. 

Mr. Dahlsten. No. 

Mr. McHugh. Thank you, Mr. Chairman. 

Chairman Stevens. Mr. Sanford, do you have any further ques- 
tions? 

Mr. Sanford. No. 

Chairman STEVENS. Mr. Green? 

Mr. Green. No, thank you, Mr. Chairman. 

Chairman Stevens. Gentlemen, thank you very much. We will 
join you later when you will be our guests for lunch, and if you 
wish to hear the next two witnesses who will talk about the studies 
they have made, you are welcome to remain. But we hope that you 
will join us in about an hour in the Senators’ Dining Room. We 
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look forward to being with you, and thank you very much for your 
courtesy. 

I do think the record should show that these gentlemen have 
come a long way to be here at our request, and the experiences 
that they have shared with us for the record and in the materials 
they have provided to us are going to be very helpful to our Gov- 
ernment, both in the Postal Service and here in the executive 
branch, to try to see if we can move forward in our postal reform. 

We are now going to listen to Mr. Michael Motley, who is the as- 
sociate director of the Government Business Operations Issues for 
the General Accounting Office. He is accompanied by Mr. James T. 
Campbell, who is the assistant director of that area for the GAO. 

We also welcome James Waddell, a partner in Price Waterhouse, 
who is accompanied by David Treworgy, who is also with Price 
Waterhouse. 

We will use the same procedure, if you agree, Mr. Chairman. 

Mr. McHugh. Absolutely. 

Chairman Stevens. We will listen to Mr. Motley and any com- 
ments Mr. Campbell wishes to make, and then to Mr. Waddell and 
Mr. Treworgy, and then we will have some questions. 

May we start with Mr. Motley? 

TESTIMONY OF MICHAEL E. MOTLEY, » ASSOCIATE DIRECTOR, 

GOVERNMENT BUSINESS OPERATIONS ISSUES, U.S. GEN- 
ERAL ACCOUNTING OFFICE, ACCOMPANIED BY JAMES T. 

CAMPBELL, ASSISTANT DIRECTOR, GOVERNMENT BUSINESS 

OPERATIONS ISSUES, U.S. GENERAL ACCOUNTING OFFICE 

Mr. Motley. Thank you, Mr. Chairman. 

Chairman Stevens, Chairman McHugh, and Members of the Sub- 
committees, it is a pleasure for us to be here today. You have al- 
ready introduced Mr. Campbell, who is in charge of all of our postal 
operation activities, reviews and investigations for the General Ac- 
counting Office as we look into postal activities. 

I am going to summarize my statement, of course, and would like 
it to be put into the record in full. 

Chairman Stevens. They all will be included in the record. 

Mr. Motley. We appreciate the opportunity to participate in this 
hearing today, and we will discuss the experiences of other postal 
administrations that are particularly relevant to any future deci- 
sions by Congress affecting public service obligations such as uni- 
versal service and uniform rates, the postal monopoly, and regula- 
tion of postal prices. 

My testimony is based primarily on our past and ongoing work. 
However, we have done some limited work in other countries, most 
of which has been concentrated at this point on Canada Post. 

Our statement will also refer to postal administrations in seven 
other countries, many of which have testified just recently. 

While we believe that the overall experiences of other countries’ 
postal administrations are relevant to the current discussions of 
postal reform in the United States, meaningful comparisons of spe- 
cific operational practices are difficult. Compared to each of the 
eight other postal administrations, . the U.S. Postal Service has at 


^The prepared statement of Mr. Motley appears on page 148. 
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least seven times the mail volume and at least twice the number 
of employees. All eight postal services combined have only one-half 
of the U.S. Postal Service mail volume and just slightly more than 
the total number of its employees. The U.S. Postal Service handled 
about 180 million pieces of mail in fiscal year 1995 and had over 
850,000 employees in December 1995. 

Notwithstanding the differences in work force size and mail vol- 
ume, other countries’ experiences with granting their postal admin- 
istrations greater commercial freedom are relevant to current con- 
sideration for granting such freedom here in the United States. 

For example, in 1992, we issued a report describing how the com- 
petition from both private firms and electronic communication, par- 
ticularly in expedited service mail and package delivery markets, 
may create the need for statutory change. Similarly, according to 
Price Waterhouse’s February 1995 report, while many factors are 
driving postal reform in other countries, the increase in competi- 
tion in the delivery and communications markets has, above all 
else, driven the changes. 

In the past decade, a number of countries have restructured post- 
al administrations from entities subject to close governmental con- 
trol to entities that are still owned by the government, but with 
less government control over day-to-day practices. 

As we have just heard from Canada, in 1981, they started their 
Canada Post Corporation, an entity owned by the Canadian Gov- 
ernment but freed from many government regulations. And as we 
heard from Sweden, in 1994, they started, and in Germany in 
1995. 

The Postal Service in 1970 had its Postal Reorganization Act 
which created the U.S. Postal Service, and that is the most recent 
change, or major change, for the U.S. Postal Service here in the 
United States. So as far as change, we are considerably behind 
these other countries, and there are opportunities to learn. 

Following the reforms in other countries, they reported signifi- 
cant improvements in financial performance and service delivery. 
We believe that three areas — universal service, the mail monopoly 
and rate-making — will be among the most challenging for Congress 
to address in any future reform of the U.S. Postal Service, so we 
will specifically highlight those today. 

However, it is important not to forget the interrelationship of 
other factors which most likely will be affected during reform. 
Those include, but are not limited to, the employees of the Postal 
Service, postal labor-management relations, and quality of service. 

Let me briefly discuss universal service. The primary mission of 
the U.S. Postal Service as it now exists in law, is to provide mail 
delivery service to persons in all communities and access to the 
mail system through post offices and other means. The rate for 
First Class mail must be uniform for delivery anywhere in the 
United States. 

In all of the other eight countries, the postal administrations pro- 
vided certain services widely to their citizens and at uniform rates 
before reform and continued to provide them following reform. 

However, the definition, which I think you got to quite succinctly 
at the end, Mr. Chairman, is different and varies from country to 
country. Some of the countries provide the same level of service for 
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urban and rural customers, while others have different service 
standards for urban and rural customers. 

For example, Canadian citizens in very remote areas in the far 
north may receive mail delivery less frequently each week than 
those in some other areas of Canada. 

Accessibility to postal services, which includes maintenance of 
local post offices in the United States, is also part of the public 
service obligation of postal administrations in some other countries. 
The U.S. Postal Service must follow strict legal criteria in deter- 
mining whether to close post offices. 

In New Zealand, the postal administration has negotiated a writ- 
ten agreement with the Government that specifies the minimum 
number of postal retail outlets. In the Netherlands, Dutch law 
specifies minimum requirements regarding the density of post of- 
fices in urban and rural areas. 

Five of the eight countries’ postal administrations differ from the 
U.S. Postal Service in that a majority of the postal retail outlets 
are privately owned and operated. Except for France, all of the 
eight postal administrations have some form of franchising policy 
for postal retail services. 

Like the U.S. Postal Service, other postal administrations have 
also continued to provide certain subsidized services. 

Now, turning to monopoly over the mail, it is important to under- 
stand that its definition — that is, the definition of monopoly — ^var- 
ies among the countries. The U.S. Postal Service has said that the 
current universal service obligation and related public service man- 
dates can only be met if its markets continue to be statutorily pro- 
tected by the private express statutes that provide the Service with 
the monopoly over letter mail. We plan to issue a report in the 
coming months that discusses the Postal Service monopoly in de- 
tail, including the growth since 1970 of private delivery firms that 
are competing and will likely compete more strongly in the future 
for some of the Service’s First-Class, Priority, and Third-Class 
mail. 

The postal monopoly is defined differently and varies widely in 
scope among the eight foreign postal administrations. In this coun- 
try, the letter mail monopoly helps ensure that the Postal Service 
has sufficient revenues to carry out public service mandates, in- 
cluding universal service. The U.S. postal monopoly covers all let- 
ter mail, with some key regulatory exceptions. Postal Service data 
indicates that in fiscal year 1995, at least 80 percent of the Postal 
Service’s total mail volume was covered by the postal monopoly. 

All but one — Sweden — of the eight countries postal administra- 
tions have monopolies over some aspects of the letter mail. Gen- 
erally, the letter monopolies in other countries are defined accord- 
ing to price, weight, urgency of delivery, or a combination of these 
factors. For example, in Canada, the postal monopoly covers letters, 
with a statutory exclusion for “urgent” letters transmitted by a 
messenger for a fee that is at least three times Canada’s regular 
rate of postage. In Germany, the monopoly covers letters priced up 
to 10 times the German’s standard letter rate. 

Australia and New Zealand narrowed the scope of their postal 
monopolies after reform. For example, in Australia, the monopoly 
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price threshold was reduced in 1994 from 10 times the basic stamp 
price to four times the price. 

Australia now receives the majority of its revenues from services 
open to competition, and Sweden has eliminated its postal monop- 
oly — full competition for all postal and courier services. 

Finally, a monopoly on mailbox access in the United States is re- 
lated to the Postal Service monopoly on delivery of letter mail. By 
law, mailbox access is restricted to the Postal Service. In contrast, 
none of the eight countries we reviewed has laws that give their 
postal administrations exclusive access to the mailbox. 

Finally, I would like to make a few comments on the greater 
freedom some countries have in setting postal rates. I would like 
to first mention that a few months ago, we issued a report on post- 
al rate-making which updated our 1992 report, saying that if the 
Postal Service is to be more competitive, it will need more flexibil- 
ity in setting postal rates. In our opinion, legislative changes to the 
1970 Act’s ratemaking provisions may be necessary in order to give 
the Postal Service greater flexibility in setting rates. In both re- 
ports, we said that Congrress should reexamine the 1970 Act to de- 
termine whether volume discounting by the Postal Service would 
be considered a discriminatory pricing policy and clarify the extent 
to which demand pricing should be considered in postal rate- 
making. 

Postal administrations in the other eight countries appear to 
have greater freedom to establish and change postal rates than 
does the U.S. Postal Service. In Canada, only certain rates, mainly 
those for full-price letter mail and the mailing of publications at 
government-subsidized rates, must be approved by the Canadian 
Government. In addition, rate proposals are not subject to an inde- 
pendent regulatory body as they are here in the United States. In 
Canada, interested parties have an opportunity to provide informa- 
tion, but the rate-setting process is not public, and parties do not 
have access to costing data or other information underl 5 dng postal 
rates. 

In Sweden, the postal administration is free to set all prices ex- 
cept for the standard domestic letter. The Government and the 

{ >ostal administration have agreed to a price cap on the domestic 
etter rate equal to the standard consumer rate of inflation. Simi- 
larly, in New Zealand, the postal administration is free to set 
prices except for standard letters, which are subject to a price cap 
of the countr^s consumer price index minus one percent. 

In summary, Mr. Chairman, while we have focused on three com- 
plex and interrelated issues of universal service, postal monopoly 
and postal rate-setting, there are other issues that will also require 
reexamination in any future reform initiatives. These include the 
quality of Postal Service labor relations, which has been discussed 
during this hearing quite extensively, and I think it is good that 
we have. 

We previously reported that Congress may need to reconsider the 
collective bargaining provisions of the 1970 Act if the Postal Serv- 
ice and its major employee organizations are unable to resolve 
some longstanding problems. 

^ the Confess continues its deliberations on postal reform, we 
believe that it is important to examine the interrelationships of 
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these issues and how changes addressing them may affect postal 
operations and related services to the American public and busi- 
ness. 

This concludes my statement. 

Thank you, Mr. Chairman. 

Chairman Stevens. Thank you very much. Very interesting. 

Did you have any statement, Mr. Campbell? 

Mr. Campbell. No, sir, I do not. 

Chairman STEVENS. Mr. Waddell? 

TESTIMONY OF JAMES A. WADDELL,^ PARTNER, PRICE 

WATERHOUSE, ACCOMPANIED BY DAVID E. TREWORGY,* 

PRINCIPAL CONSULTANT, PRICE WATERHOUSE 

Mr. Waddell. Thank you, Mr. Chairman, Chairman McHugh, 
and Members of the Subcommittees. I am Jim Waddell. I am with 
Price Waterhouse’s Office of Government Service. With me here 
today is David Treworgy, who is also in our office. 

The principal reason for our appearance is a report that we is- 
sued in February 1995 entitled, “A Strategic Review of Progressive 
Postal Administrations.” That report has been made available to all 
of you and was distributed outside. 

In addition to that, we have done a substantial amount of work 
with the Postal Service over the years and have come to offer our 
views on what implications can be drawn from the experiences of 
other postal administrations. 

My intent this morning is simply to summarize the report that 
you already have before you. 

Twenty-five years ago, at the time the Postal Reorganization Act 
of 1970 was passed, the United States was on the cutting edge of 
postal organization and regulatory oversight. Since that time, sub- 
stantial changes have occurred in the market for postal services. 

The postal environment now is more competitive, and technology 
has transformed the nature of the market. An obvious question to 
ask is whether the reforms adopted in 1970 continue to be relevant 
in this new environment. 

The Postal Reorganization Act envisioned a world largely devoid 
of competition. One of the principal missions of the Postal Service 
was, and continues to be, to provide universal service at uniform 
letter rates throughout the United States. In this environment, the 
Postal Service was given the exclusive right to deliver letter mail 
and, in return, the responsibility to serve every address in the 
country. 

The advent of competition has put the Postal Service’s market 
position at risk, particularly in lower-cost markets where profits 
are earned. The traditional monopoly of the Postal Service has 
strengthened the unions that represent its employees and made 
competition ever more attractive. 

The regulatory structure created to protect consumers from the 
monopoly has proven cumbersome, especially as it regulates com- 
petitive services. The Postal Service has incurred substantial losses 
since the passage of the Postal Reorganization Act and is strug- 
gling to build its equity to a positive position. In view of these chal- 
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38 


lenges, the goal of universal service may be better served by a dif- 
ferent structure or by different operating rules for the postal sector 
generally. 

You have heard a substantial amount of testimony over the last 
year from various parties regarding the challenges facing the Post- 
al Service. In addition, you have heard proposals for dealing with 
these challenges. To help you in evaluating this information, I 
would like to highlight some of the major findings from the “Re- 
view of Progressive Postal Administrations” that we have pub- 
lished. 

The major trends that emerge from our review of practices in 
other countries are the following. 

First, the monopoly position held by the postal administration is 
under pressure in many countries. Increased competition is the 
norm, including competition from other postal administrations. 

Second, postal administrations are being corporatized and given 
greater commercial freedoms. This trend is manifested in greater 
authority to set prices, introduce new services, acquire subsidiaries, 
and raise capital. Also noted is an increased accountability for 
management through incentive systems that reward good perform- 
ance and penalize poor. 

Combined with the greater pricing freedom noted previously is a 
trend toward the use of price caps. Price caps generally allow the 
postal system to adjust prices without regulatory review provided 
that the price increase does not exceed the country’s inflation rate 
or some lower percentage. 

In many countries, there is a trend toward increasing efficiency 
by downsizing the labor force. This trend, of course, can be noted 
in many different sectors of countries’ economies. In the postal sec- 
tor, downsizing is often a response to increased competition and the 
increased availability of technology. 

Many countries are considering privatization or some partial 
ownership of the postal system. Only two countries have actually 
sold shares to the public — the Netherlands and a country that was 
not reviewed in our report, Singapore. In both cases, the govern- 
ment sold a portion of the shares of its combined telecommuni- 
cations and postal authority. 

Several other countries have held serious discussions toward pri- 
vatization, most notably the United Kingdom, Germany, and Ar- 
gentina. 

The reforms developed and implemented by the eight countries 
we reviewed in reaction to pressing business challenges suggests 
some potential paths to the U.S. Postal Service in creating a busi- 
ness environment capable of withstanding market challenges now 
and in the future. 

Bearing in mind the similarities yet real differences among the 
countries, I would like to draw on the reforms of the eight adminis- 
trations we reviewed to suggest three principles of p^icular rel- 
evance for application to the United States. 

First, to create a more businesslike organizational structure than 
is currently found at the Postal Service; second, to increase pricing 
flexibility, and third, to introduce change incrementally but mean- 
ingfully. 
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I will address each of these principles in turn. To create a more 
businesslike organizational structure, it is critical that the U.S. 
Postal Service operate under a structure that is able to make rapid 
responses to changing conditions such as competition in the mar- 
ket. Many of the foreign postal administrations we reviewed have 
worked toward achieving these objectives by recasting themselves 
as businesslike agencies with strong social mandates to provide 
universal service at uniform letter rates. As such, they exhibit 
many similarities to commercial enterprises, including a profit ori- 
entation, freedom to diversify product lines to meet customer re- 
quirements, ability to form joint ventures, sanction to own subsidi- 
aries, and authority to borrow money in the private capital mar- 
kets. 

Internationally, the trend toward commercialization applies to all 
eight postal administrations we reviewed but can be illustrated es- 
pecially well by the Netherlands and New Zealand, which have 
completed dramatic corporatizations and demonstrated substantial 
benefits to these actions. 

For example, the Dutch Government privatized its postal service, 
PTT Post, along with its telecommunications business, in two pub- 
lic offerings that resulted in over 50 percent ownership of the hold- 
ing company by the private sector. With a majority of shares held 
outside the Government, the organization is clearly accountable for 
its performance. With a strong commercial mandate, PTT Post has 
become one of the most aggressive players in the international mail 
market, successfully capturing market share from sister postal ad- 
ministrations, including the U.S. Postal Service. The case of New 
Zealand was described for us earlier this morning. 

For the United States, a businesslike organizational structure 
could include corporatization of all or part of the Postal Service. 
This structure would be conducive to promoting a profit orientation 
throughout the Postal Service and rewarding managers that helped 
to achieve the goals of the business. 

Corjporatization would also permit the Postal Service to acquire 
subsidiaries, form joint ventures, and raise capital. 

Against these benefits, there are additional implications from 
corporatization that may be positive or negative but certainly war- 
rant further consideration. Principally, corporatization could sub- 
ject the Postal Service to the same laws that apply to other enter- 
prises, unless the new corporation were to be specifically exempted. 
The laws vrith the most far-reaching implications would include 
labor legislation, the tax code, and the antitrust laws. In addition, 
the corporate governance of the Service would likely change, with 
a board of directors replacing the Board of Governors. 

Second, to increase pricing flexibility. Increasing the commercial 
orientation of the Postal Service through structural changes raises 
the issue of how much flexibility management would have in set- 
ting the prices of its services. The communications and delivery 
market is fast-paced, with competitors rapidly deploying new prod- 
ucts and pricing structures that adroitly outmaneuver the Postal 
Rate Commission’s 10-month rate process. 

For example, earlier this month. United Parcel Service an- 
nounced a major restructuring of prices, and this restructuring will 
take effect on Saturday, February 3rd. The Postal Service may re- 
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quire as long as 2 years to prepare and file a rate case; by then, 
market conditions are almost certain to have changed several 
times. 

The international record reveals that many postal administra- 
tions have greater latitude in rate-setting. In countries where regu- 
lators exist, price restrictions tend to cover only monopoly products 
and take the form of price caps. New Zealand, for example, not 
only has adhered to its price cap, but actually reduced its prices. 

The third principle I established at the outset is to introduce 
change incrementally but meaningfully. Because the organization 
is a large enterprise directly affecting over 800,000 workers as well 
as roughly 250 million customers, change to the U.S. Postal Service 
should be implemented with care and planned on a long-term 
basis. While unaggressive reforms that only tinker will overlook 
fundamental problems, rash initiatives that proceed too quickly 
could disrupt an institution of far-reaching significance. 

The international experience testifies to a record of reaching sub- 
stantial goals through incremental reform and an articulated, long- 
term strategy. For example, in a country not represented here 
today, Germany, the Government has consistently pursued a re- 
form time line that began by separating postal, banking and tele- 
communications services in 1989. Three years later, Germany com- 
mercialized the postal service by making it a public corporation 
with 100 percent Government ownership. Currently, the Govern- 
ment is preparing outlines for deregulation and eventual privatiza- 
tion in the reform’s final phase. 

We include in our testimony a suggestion to apply these three 
principles to the United States. This would include an initial step 
of reorganizing the Postal Service’s competitive businesses — prin- 
cipally, Express Mail, Priority Mail and Parcel Post — into a deregu- 
lated, wholly-owned subsidiary. Perhaps a year down the road, sell- 
ing a small tranche of equity in the public market of this entity 
would achieve the dual objectives of raising revenue for the Postal 
Service and of providing management and employees with a real 
market indicator of the success of the company. 

By taking a “go slow” approach that initially affects only 10 per- 
cent of the business, the lessons learned by the Postal Service and 
its constituents could be applied a year or two later in a second 
planned phase to the other 90 percent of the organization. 

Options for this second phase could focus on corporatizing the re- 
mainder of the organization into one or more corporations and de- 
veloping structural and regulatory policies that are consistent with 
the degree of competition that each of the products and services 
faces. 

Reform of the primary products — First-Class mail and Third- 
Class mail — could include price cap regulation of these monopoly 
products. Shares in a fully-corporatized postal organization could 
be initially held by the Federal Government for potential partial or 
full sale in the future. 

Although on the surface, the delivery of mail may appear to be 
a simple activity, the diversity of products and customers, the 
unique aspects of the economics of delivery networks, and the large 
number of individuals and businesses with a stake in the change 
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process combine to make reform of the U.S. Postal Service a chal- 
lenging endeavor. 

I thank you for inviting me here today to address the current is- 
sues facing the Postal Service. 

Chairman Stevens. Thank you very much, gentlemen. 

Let me ask you both an initial question. Is the delay of Congress 
in getting around to modernizing the 1970 Act in your opinion jeop- 
ardizing the total operation of the Postal Service, and are they in 
a situation where the competition will soon overcome them? 

Mr. Motley. Let me start, Mr. Chairman. I do not think the 
delay at this point has put them in that total jeopardy that you 
might suggest there. I believe that the kinds of things we are deal- 
ing with now and the kinds of things you are dealing with as well, 
if they do not continue to be dealt with directly, could hinder the 
Postal Service. Primarily the electronic market that is coming in 
and starting to erode some of the major First-Class mail volumes 
in this country. 

As you have seen since 1970, they have lost markets to competi- 
tion that they used to have totally, and I think the electronic mar- 
ket is one that is going to be a tremendous challenge for them. The 
Postmaster General has said that they have already lost 35 percent 
of their First-Class mailings as a result of that and suggests that 
over the next several years, much more will be lost. 

Businesses are concentrating in that area more and more, and as 
the prices of electronics become more available to households, I 
think you are going to see more people switching to that mode of 
communication. 

Chairman STEVENS. Mr. Waddell? 

Mr. Waddell. I think the lack of flexibility that the Postal Serv- 
ice has to some degree has caused it to lose some of its traditional 
markets, and I think reform will be necessary so that it can con- 
tinue to serve its monopoly market well. 

Chairman Stevens. I suggested in the late seventies that the 
Postal Service go into electronic mail and have a division for elec- 
tronic mail and set up in each post office the capability for e-mail, 
both sending and receiving e-mail. That was not pursued. 

Are those functions that might have been pursued at that time 
by the Postal Service and are now provided adequately in the pri- 
vate sector, would that be your conclusion? 

Mr. Waddell. Let me perhaps make a correction. I think that 
the Postal Service to some degree did pursue the e-mail option, and 
perhaps highlighting some of our testimony today, it ran into regu- 
latory difficulties in introducing that service. As you know, in the 
regulatory proceedings, some of the competitors are permitted to 
appear, and as I recall it, there were some classification hearings 
held concerning e-mail, and the Postal Service at that point decided 
to drop the service. 

I know that the Postal Service is considering implementing new 
services associated with e-mail which I think would be distinct 
from some of the services that are currently provided in the mar- 
ket, so to the extent that they are correct that there is a demand 
for that service, they certainly think there is a niche there that 
they could enter. 
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Chairman Stevens. We envisioned at the time I made the sug- 
gestion the old World War II v-mail concept, where a person would 
come and present the letter, and the concept of having it transmit- 
ted electronically and then delivered in printed form on the other 
end. That has not been pursued to my knowledge in the Postal 
Service. 

Mr. Motley. Well, I think it is just now that they are starting 
to pursue that a little bit stronger. I think when it was initially 
given some thought or pursued by the Postal Service, there were 
probably a variety of barriers, both internal as well as external, 
and I do not think in some regards that the community was at that 
point willing or as enlightened as they are today in some of the 
electronic media that is available now. 

Mr. Treworgy. I think it is also worth noting that, with the defi- 
nite exception of New Zealand, the price of postage in the United 
States is substantially less than in Europe and other parts of the 
world, so that some of the incentive for moving to electronic com- 
munication has not been as high as elsewhere due to the fact that 
the United States does have such a low postage price. 

Chairman Stevens. Have any of you done any studies that indi- 
cate if we do go this step toward deregulation and privatization 
whether that will result in an increased consumer price? The gen- 
tlemen preceding you indicated to some extent that their steps 
have led to a reduction in the cost of postal service. We are already 
operating on a fairly low unit cost. Is it possible to reduce that cost 
through additional steps of modernization? 

Mr. Motley. I think one of the goals that the Postal Service has 
always had is tr 3 dng to reduce those costs through modernization. 
GAO has reported on several occasions that unfortunately, they 
have not been able to meet some of those goals. A lot of the money 
that they put into automation programs has not been able to foster 
that. 

I will mention as well, as I briefly mentioned in the testimony, 
that we will be reporting shortly on some of our work on the Pri- 
vate Express Statutes, some of the growth that has been taking 
place since 1970 of private carriers. Also, to the extent we are able, 
suggest that if you were to lose certain parts of the market — let us 
say Priority or Express Mail — the kind of impact that might have 
on the postal system as far as its prices are concerned. 

Chairman Stevens. Well, I am constrained to say, as I said here 
before in one of these hearings, that I remember when an ice cream 
cone was 5 cents and the postage stamp was 6 cents. And when 
I stop off in Salt Lake City and get an ice cream cone now, it is 
$1.60, and our postage stamp is 32 cents. 

Now, I am not sure that we are at the point that some suggest, 
that it is so broke that we have got to fix it, but I do think that 
these gentlemen have given us a lot of things to think about, and 
we ought to have your assistance to pursue them. And I thank you, 
Mr. Waddell, for your private cooperation. 

Mr. Motley, how soon will you be able to review those other 
points that you have mentioned to us that were not covered by 
your report? 
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Mr. Motley. I would hope that within the next several months, 
we will be able to issue that report that deals with the private ex- 
press statutes, Mr. Chairman. 

And with regard to the postal employment issues, that is the 
basis of the report that we had testimony about here about a year 
and a half ago, and I would sense that the Postal Service will be 
in a position, hopefully soon, to give that some additional attention 
now that many of the agreements have been reached with the labor 
unions. 

And the international report I referred to hopefully will be out 
within a couple of weeks. 

Chairman Stevens. I would hope that we could have those final 
items soon. We do hope that we will have a second series of hear- 
ings on postal reform before the end of March, and that we will 
also have an opportunity to bring in and have a dialogue with ob- 
servers and users of the Postal Service. 

I would hope that we would be ready to present le^slation to the 
Senate that would take the first step in modernization by at least 
the first of June. So the problem of your several months could be 
a problem, Mr. Motley. I would ask you, is it possible to constrain 
the time frame? 

Mr. Motley. Yes, sir. We will do that. 

Chairman Stevens. We would appreciate that very much, and 
perhaps we will ask you to participate when we do have hearings 
with the users and observers. 

We may have some other questions. My colleagues have been 
called to a vote in the House, and I must apologize for that and 
for the fact that since we are not in session today until late, we 
really do not have great participation in the hearing by Members. 
That is not new for postal hearings. 

We do thank you for your participation. I think we have got to 
take steps, Mr. Waddell, to meet the challenges you have given us 
in those three areas. We will work with you on doing that. 

Thank you all very much. I appreciate your coming and look for- 
ward to further hearings. 

PWhereupon, at 11:50 a.m., the joint hearing was concluded.] 




45 


APPENDIX 


AUSTRALIA POST’S REFORM 
EXPERIENCE 


ADDRESS TO THE UNITED STATES CONGRESS 


Subcommittee on Postal Service 
U.S. House of Representatives 

Subcommittee on Post Office and Civil Service 
U.S. Senate 


BY THE MANAGING DIRECTOR 
AUSTRALIA POST 
Graeme John 


WASHINGTON DC 


25 January 1996 






46 


x 'mQDU^'J Ix QN 
Thank you. Mr Chairman. 

As Chief Executive of Australia Post, and a member of its Board of Directors, I'm pleased to 
respond to your invitation to addtess this joint comnuitee on our experience in signiftcantly 
imp-oving our postal service. 

I have provided you with a written submissioti examining Australia Post's evolutioa from a 
bureaiKratic department of government, to a coimncicially oricDied and customer-focuscd 
business enterprise. 

This morning I will outliiK briefly how we have uansfonned our cultute; lifted our financial 
performance from break-even to match some of Australia's most successful businesses; built 
postal revenue by 'freezing" letter prices and improving delivery reliability; and are now 
growing the business further by introducing new services. 


IlNPRRrRTUgNTKn WtOKHKfi.*; 

We have completed a half decade or so of uqtrecedented progress. 

On every fmancial and opeiational measure Australia Post's performance today is the best it's 
ever been. 

Profitability has more than quadrupled - &om 3.5% Keturn On Average Assets in 1889, to 
15.6% last year 

or a profit of S331.6m on a turnover of $2.7bn 
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The staodanl letter rue has not clunged since January 1992, and will remain fixed umil at 
least 1997 - when we expect it wiii |»ve brought a real prkx fldl of around 14%, or about 6c*<^ 
over that tiiM. 

Our prtxfaKtivity has improved at over twice die national rate • up by more dian 25% at 
Australia Post since 1990, cotqpared with a twtioiial gain of 12%. 

In 1989 dme lost to strikes averaged l.S hours per employee, and in 1993 was 6 minutes per 
employee - down almma 9S%. 

And in 1993 we averaged 93.6% oD-time delivery of standard letters, nearly five per ceiuagc 
points better dian in 1989. 

We are now among the best Australians businesses, with only three comparable conqiaoies 
recording stronger profit growth than outs since 1990. 

Inlematioiully we are among the Wuem world'a best perfotming postal onerptises. 

<TaiPLE-A’ CREDIT RATTMC 

Sundatd and Poor's have great confidence in the direction we have taken the enterprise. 

In 1994 they awarded us the stremgest possible endorsement, a 'itiple-A' credit rating: and 
they reconfitmed it in 1993. 

Only eight other Australian cotpoiUe and government businesses hold Standard and Poor's 
'triple-A' credit ratings. 
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CUSTOMER KKSl»CMf«fSE 


Our cusuxners have also noticed the difference. 


Annual independent surveys show we are now more tavorably viewed by both private and 
busiiKss customers than Australia's major communicatioiis, baokiDg, aklme, retailing and 
transport businesses. 

Hieir regard for our staff has lifted 40% over the past ftnir years. In 1991, only 6 in 10 
custoiseis felt staff cared about them and their businesses. Today it's 9 out of 10. 

CHKOimRED PAST 

Just a short time ago Australians were for less complimentary about their postal service. 

In the mid-1980s labour relations were at breaking poiitt. Delivery performance was 
mediocre. Our customers, particularly the business sector, had no confidence in our service, 
and the Federal Government was concerned with management's inability to fix problems 
prc^ierly. 

Co-incidenially. the Government was tackling national economic problems emerging in the 
latter half of the 1980s. It saw microecononiic reform as pan of the broader solution 

including ‘corporatisation’ of its business enterprises, one of which was 
Australia Post 

This determinacion by the Government to make these enterprises mote efficient, to provide 
unproved service to the community, was an important incentive in encouraging Post's 
management and unions to accommodate their difforcnies, and led to recognition of a shared 
interest - the continued viability and growth of the business. 
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A 'Joint Siatemeiit of UnderstaDdiiig' between Australia Post and the unions acknowledged 
that viability of the postal service was critically dependent on our i^njcition. It establisbed 
effective di^te seniii^ procedures, and committed the enterprise to participative 
muiagement to achieve this. 


OJI.TURAL CHANGE 

This accquance of mutual itaetdependeiice, and its in^licatioiu for security of the enterprise 
and for the jobs of individuals, provided the climate for a new customer-focused service 
culnire. 

We have redesigned jobs, giving all oui people a say in decisions directly affecting their 
work; recognised and rewarded peifomiancc; and provided our petq>le with the resources - 
the personal skills and equipment - needed to achieve high standards. 

Increasingly we are using all their skills and talents. 

We've flattened management structures, removed job tenure for managers, and re-educated 
them to focus on bottom line outcomes, rather than building bureaucratic empires. Autocratic 
management is a practice of the past. 

Now most of our people feel part of a team, proud of their achievements, proud of the 
commercial status and performance of Australia Post, and especially proud to work for <mc of 
the most successful Australian enterprises. 
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KEYS TO METAMOHPWOSTS 

The reasons for our metamoiphosis can be found m four key areas. 

• Firstly, the 'arms length' relationship between the corporation and the Fedo'al 
public service. 

In the past, day-to-day controls such as contract approvals, land acquisition or disposal, 
latKKir rates and managerial salaries were eiuirely m the hands of Federal Government 
Departments. Now they are the responsibility of Board mentbers and senior management with 
appropriate experience. 

Discipline is brought to this freedom through die Corporate Plan, quarterly reports to the 
MinisieT. and our annual repott to the Australian Federal Parliament whicb sets out 
performance against plan targets. 

Controls have been shifted from a past pre-occupation with inputs and processes when 
Federal Government bureaucrats made key decisions, to a focus on outputs and accountability 
for performance. 

• Secondly, there is the healthy relationship between the corporation's 
management, our people and their unioia. 

This is the most significant change brought to the day-to-day funedoniog of the eniciprise. 

It differs &om other cultural change successes, because it involved three parties - 
managoneni, staff and unions. Unlike in some other places our unions, conscious of the 
Goveminenl's microeconomic refom program, have been willing partners in our reform 
process. 
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Now the maiatenaoce of this relationship is fundamcmal to the continuof achievement of high 
perfonnance levels that Australians have come to expoa from their postal service. 

• ThirdBy, postal regidation is relaflvely 'lighthaiMted'. 

In Australia, the public interest in postal matters is protected by a combination of price 
capping, increasing reliance on the market and competitive pressures, and the maintenance of 
a high<quality, universally accessible letcer service. 

« finally, there is our commercial freedom. 

To operate and grow successfully, the legislators accepted our need tor freedom m introduce 
commercial services compatible with our business 

but without reducing the scope and effectiveness of our community service 
obligation to provide all Australians 'with a uniform-priced letter service no 
matter where they live 

This freedom meant we could stem the financial haemorrhage through our network of postal 
outlets. 

Many have been relocated, reconfigured, and re-equipped with purpose-built electronic 
counter technology. A range of postal-related products and elecoonically accessed financial 
services, including banking, are now available through them. 

The postal related products, such as cards and stationery, will this year earn nearly as much 
as uur long-established philatelic sales business. And we expect financial services will 
generate 40% of postal outlet revenue by the year 2000. 

With Its incroduedon our new Express Post service was immediately competing successfully 
with overnight courier services, and it continues to grow strongly. 
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Now we are woridng oa services tbac will meet etectronic coomninication needs, the 
integrated mail of the ftmire. 


Mr Cfaainaan. 

The Government leveled the playing field requiring us to pay all the same Federal. State and 
local govenuneni taxes and charges that apply to any conuaercial business. 

All new services must stan^ilone ctMiimercially without subsidy from reserved iom'-servicc 
revenue. 

And all services are now subject to the competMon reform legislation vidiich aj^lies to all 
businesses. 

While Australia Post i.s making progress, I recognise that the successful ingredients of reform 
in one country do not ztecasarily translate to success in anotfaer. 

Your markets ate profoundly larger than ours, and our cultures of politics and regulation 
have few similarities. 

The approach that is working for us stems from the Australian Government's decisirm in 
1989 to give Australia Post its full trust. 

It set the enterprise the task of delivering a high quality mail service while operating 
commercially. 
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It undertook not to inteifee in the {Hooess. TnwaH it put tbe {nincipal detenninancs of 
success or Eiihin! in die band* of Austnlia Post, its manafemeia and its people - with the 
Board held squarely le^onsible for sadsfiKtory p erformance. 

In Australia an efficient mail service ctmtinues to be essemial for social and busmess 
communications for all Australians, not least for those in rural and remote areas. 

Importantly, tbe Govennnent has brought a phased approach to lefoim, lecognising that any 
rapid move to ptmal deregulatian might put at risk tbe deUcate balance between soccessfol 
coinineicial and non-commercial objectives 

or jeopardise tbe gains we have made through the panicipative approach 

It recognises that a viable, national postal network must be preserved in tbe inteiests of social 
cohesion and nadonal development, and this has implications for the laie of change and 
degree of reform that can be applied. 

This 'steady-change' formula has been a major contributor to our success. 

As wc face new challenges - and rising customer expecutiorts driven by our success - 
complacency is not an option. 

Mr Chairman, widt this liaiiiework of mist, fteedom, accountability and measured reform. 
Australia Post is in a stronger position to face these challenges that at any previous tiaae. 

Thank you. 
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FOREWORD 

Today, the Postal Service operates in a hi^hfy 
contestable marketplace, in competition with 
alternative service providers and with substitute 
products based on advanced telecommunications. 

Australia I\>st is obliged to provide a national letter 
service. At the same time it derives more than 50% of 
its revenue from services complete^ open to 
competition. 

To meet its customers* needs, now and in the future, it 
is learning to use its two most valuable resotirces. its 
people and its network, in a hlghfy efficient and skilled 
way. 

The process postal reform in Australia has 

enabled Fast* its management and its people, to be 
the principal determinants qf its success. 



PDKPOSE or DOCUMENT 


Ibis paper is presented in response to the invitation extended by 
the United States Senate and House subcommittees, with 
Jurisdiction over the US Postal Service, for Australia Post's 
experience to be introduced into the hearing on: 

'USFS Reform • the InlemaUoncd Experience". 

The paper: 

• outlines the course of postal reform in Australia over the 
past twenty years; 

■ comments on the main reform measures and their role in 
achieving good postal performance: and 

• provides a basis for further exploration of specific issues 
during the course of the study of USPS reform, if so 
desired. 
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2. AUSTRALIA POST TODAY 

2.1 Australia Post is a business enterprise wholly owned by the 
Australian (Commonwealth) Government. It was established as 
the Australian Postal Commission in 1975, and in 1989, the 
Australian. Postal Corporation Act continued the enterprise as 
the Australian Postal Corporation. 

2.2 IH}st operates letter and parcel services within Australia and 
internationally. Hiroughout its network of retail outlets it also 
provides a range of related services, including acting as an agent 
for other principals such as banks (deposit and withdrawal 
facilities), utilities. Telstra (the national telecommunications 
carrier), and the Australian Government for example in relation 
to the processing of passport applications. 

2.3 It is operated commercially, returning a profit paying all taxes, 
and providing annual dividends to its owner. Post is subject to 
the same laws as ordinary commercial corporations. 

2.4 The enterprise is required to maintain a national letter service, 
meeting quality and performance standards. This service is to 
be reasonably accessible to all Australians on an equitable basis. 
In addition, as part of the letter service, Australia Post is 
required to price domestic (non bulk) standard letters at a 
xuilform price. As a result-of this requirement a proportion of 
letter traffic is carried at a price which does not recover its costs. 
These requirements, together, constitute the legislated social and 
“community service obligations* (CSO’s) of Australia Post. 

2.5 In recognition of the CSO's, and subject to some exceptions, the 
domestic letter service Is reserved to Australia Post within 
certain price and weight limits. Where these services have to be 
delivered at prices which do not recover their cost there is a 
CSO cost to Post. Under present government policy. Post must 
fund this cost by internal cross-subsidy. 

2.6 Letter prices are subject to review 1^ the Australian 
Competition and Consumer Commission, under the provisions 
of the Prices Surveillance Act. The price of basic postage is 
subject to a price cap of the “CPI - X“ type. 

2.7 ft)st employs 31600 full-time, and another 4500 part-time and 
casual staff. It operates a network of 4300 post offices, 3000 of 
which are licensees or agents, and it handles around 3.8 bfilion 
articles per year. Its assets are currently $2.2 billion, and it has 
an armual revenue of some $2.8 billion. For the year ended 
June 1995, Post reported a profit before tax of $331.6 million, 
provided for the payment of a dividend of $120 noUlion to its 
owner, the Australian Government, and paid ^54m in taxes 
and government charges. 
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a TWBKTXT TEARS OP POSTAL REFORM 

Pre 1975 - Postmaster Ge$teral’s Department 

3.1 Prior to 1975, postal and telecommunications services wre 
provided Jointly by the Postmaster General’s Department of 
Government adiich was widely referred to as the Australian Post 
Office (APO). 

3.2 'The performance of the postal service in the 1960’s to 1971 had 
given cause for concern. The Report of the Commission of 
Inquiry into the Australian Post Office {Vernon- 1975) stated: 

‘Postal and telecommunications services, which are examined 
separately (In the report) show widely differing characteristics tn 
respect of capital Investment growth rates, and prpfltabOity. In 
theprqfttand loss sense, postal services have been a problem 
area within the APO for a number of uears temohaste added). 
Consistent losses have largely offset profits derived from the 
telecommunications services. " 

3.3 Between 1964/65 and 1974/75, postal operations had been 
carried out at a loss, every 3 rear. The losses range from 5% 
to 20% of revenue. Over the same period, mail service 
performance (on time delivery) on an average national basis 
had fluctuated around 93 per cent However, performance in 
New South Wales, the largest State accounting for 35. to 40 per 
cent of the total had never exceeded 90.5 per cent. 

Furthermore, for several years, service levels had fluctuated 
between 75 and 85 per cent. The poor perfomiance in New 
South Wales had also been accompanl^ by considerable time 
lost through industrial disputes. 

3.4 The reform which resulted in the creation of Australia Post as a 
separate, specialised postal entity had its origins in the 
indiistry itself. The Vemon Report stated: 

‘...the unsotisfaaory Industrial climate at this (Sydney mail) 
exchange, evidenced by the number of sta/gx^/es and blade 
bans, thefiequency of meetings between management and 
steffand the cUfflaildes of making changes In procedures, is 
unique within the APO service'. 

“The Commission has no ready solutions to propose. 
Improvement In die Industrial climate at the Sydney exchange 
wUl be one of the meyor tasks for the new managanent of the 
postal service as It has beenforAPO for many years....The 
achievement of better Industrial relations at the Sydney OKill 
exchange appears as one qf die mqfor problems which 
managanent and the steff organisations wtH have to pursue 
assiduously In the public interest qf maintaining a reliable and 
qfflclentmallseruioe.' 


Co mm l Mfcm ef tnySiy jnte the Auetnifan Met OOce 
Canoerm. 


1978. ngfWMt . The O gw aro nent Prtater of AuatndtR, 
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1975 - The Australian Postal Commi^on 

3.8 The postal enterprise was vested as a separate entity In 1975. 

the Australian Postal Commission, trading as Australia Post. Its 
financial objective was to break-even whilst providing not less 
than 50% of its capital expenditure. 

3.6 In its first year of operation. 1975-76. volumes fell some 12% as 
rates were adjusted in order to meet the firrandal objective. The 
principal market objective became that of ‘Winning back* 
business to a revitalised postal organisation intent on 
meeting customer's needs. 

3.7 Throughout the late 1970's to mid 1980's postal financial 
performance was principally on target. This, however, was 
marred by a clUnate of management/unlon conflict and 
Industrial stoppages accompanying the major restructuring 
of the NSW mall processing network. 

1982 - Inquiry into the Letter Monopoly 

3.8 In 1982. a government-instituted inquiry under the 
Chairmanship of Mr A E Bradleyl^ recommended some 
modifications to the letter monopoly and to the financial 
arrangements which then existed. 

3.9 In the event, the only significant change made by the 
Government in response to that inquiry was the lowering of the 
hitherto unlimited letter monopoly price barrier (to 10 times the 
basic postage rate). The main aim was to legalise the activities 
of private sector couriers vdilch had grown vigorously in 
numbers and business volumes, unchallenged by law 
enforcement processes at the time. 

1989 Pqforms • The Austrcdian Postal Corporation 

3.10 In contrast to the earlier reform episodes, the drivir^ force in 
1989 was national economic policy. The period 1983 to 1986 
had been one of relatively umemarkable postal performance: 
on-time delivery fell significantly in 1984/85 and remained low; 
days lost through industrial disputation rose significant^labour 
productivity bad remained subdued overall; and trading 
performance had continued to be little different fiom break-even. 
However, Australia Post did not face strong complaints fiom the 
public. The 1989 reforms followed Inclusion of Australia Post in 
“the Government’s microeconomic agenda.' ® 

3.1 1 Microeconomic reform in its broadest sense is about 
making markets work better, improving incentives and 
enhancing the effectiveness of government operations. 


a 

a 


Oramiltte of Inqutay Into the Monopoly PooMton of the AuatraUen Ptolel Comnioekin. 198*. 
J^M. AuotndtoaOawmmentlHiMWdng Service. Confaem. 

^tenicmhy^S!ie2BrSrTlMiS«rtJMdCen»nu n lc « tien » .^SS>nnO^^Mi!m^S^ 
Cenbetim. ppaondS. 
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3.12 llie process involves removing market impediments vdilch 
discourage or prevent resources being us^ in the most efflciait 
manner, including restrictions on competition (either 
domestically or from imports), rigidities in work organisation, or 
a tax ^tem vdilch distorts incentive. Microeconomic reform is 
a comprehensive program 'ndilch involves business and 
government institutions and processes. 

3.13 From a national perspective. Australia Post is one of se\%ral 
Australian government business enterprises (GBE's) supplying 
goods and services. A number of those are assisted by a 
legislated monopoly. Within the Australian federal system, three 
levels of government operate, and GBEs are found at the Federal 
(Commonwealth). State or Local government levels. Under the 
Australian Constitution, the Commonwealth Government has 
exclusive power in respect of postal and like services: Australia 
Post is a Commonwealth GBE. 

3.14 Since the mid eighties, the Australian Government has made a 
number of major reforms including: deregulation of financial 
markets, reduction of tariffs and other forms of protection, 
introduction of competition in aviation, and telecommunications. 

3.15 These initiatives are part of the program of microeconomic 
reform aimed at restructuring key industries in the Australian 
economy and improving its efficiency. The focus of 
microeconomic reform has been on the structural and 
institutional factors which inhibit efficient performance. The 
main changes include corporatisation, abolition of, or 
reduction in restrictions on competition, and privatisation. 

3.16 The basic thrust of the 1989 reforms was to improve the 
efficiency of Post through corporatisation. These reforms had 
four main elements: 

establishment of new corporate and financial structures: 
new plaiuiing and accountability mechanisms: 
modification of major strategic controls: and 
removal of day-to-day controls. 

3.17 A new relationship was established between Post and the 
Government. The enterprise was to operate commercially while 
still meeting defined so<^ objectives. Throu^ a triennial 
corporate plan, service, efficiency, pricing and profit targets were 
to be agre^ with the Minister, as was the cost of CSO’s. These 
targets are publicly accountable through the armutd report. 

3.18 Post was placed on a fully commercial footing and, in pursuit of 
compeOttve neutrality objectives. Post became subject to the laws 
applicable to other corporations, lost its exemption from taxes 
and was expected to pay dividends on a regular commercial 
basis. 
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3.19 The 1989 reforms Included a number of radical changes. 

Amongst these were: 

3.19.1 Board of Directors 

Pesons with the reqtilred commercial skill and experience were 
appointed to the Board and made accountable for performance. 

Section 70 of the Australian Postal Corporation Act provides for 
termination of appointment in speciOed circumstances. 

Including itdien the performance of the Board or of a particular 
Director han been unsatisfactory for a significant period of time. 

3.19.2 Executlue Appointments and Tenure 

Starting with top management, executives with private sector 
commercial experience were recruited and employed on contract. 
Tenure was abolished, and central government restrictions on 
pa 3 rment of market rates were removed. 

3. 19.3 Clarification qf Corporate Ot^ecOues 

Social objectives were defined in the legislation and separated from the 
commerce objectives. Australia Post was required in legislation to 
operate in accordance with sound commercial practice, achieve a 
reasonable rate of return on assets, pay all taxes and a reasonable 
dividend to the government. Periodic revaluation of assets is also 
mandated. Post was also required to meet legislated 'Community 
Service Obligations' (CSO's) and to comply with specified general 
government policies notified to it from time to time. 

3.19.4 Corporate Planning Process 

The legislation required Australia Post to prepare three to five year 
corporate plans. Through the corporate planning process, the BcKud 
of Australia Post and the Minister agree on a set of financial, service, 
and CSO targets over the planning period. The corporate plan adilch 
has a three-year time horizon provides the basis for accountabilify of 
the Board and top management. 

3.19.5 Government Controls 

Day-to-day controls such as approval of contracts above a 
specified ^ue. approval of land purchases, or mandatory 
Parilamentary review of major postal building works were 
removed. The government also relaxed certain strategic 
controls, including central coordination of industrial relations 
sQSitktxsns • 


The 1989 reforms reserved for the government strategic controls 
over Australia Post, but the day-to-day bureaucratic controls 
exercised by the Government in earlier periods were abandoned. 

3.^ A major transformation of Post's culture, management and 

Internal processes followed reform. Within the enterprise, more 
rigorous planning and accountability^ mechanisms came to 
govern internal p^ormance. Top management and executive 
p(»itlons were opened to outside appointment, many of vdiich 
were filled from the private sector. 
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3^1 At the same time as commercial imperatives be^m to take hold 
intemally. Government oversi^tlng of Pc^t moved from detailed 
day-to-day controls, to a strategic overview. 

3J2St Having restructured the enterprise and modified the relationship 

with the owner, the Government turned Its attention to postal 
market reform, particularly the reserved service. 

The 1994 Rearms - TTie Letter Monthly 

3.23 In December 1993. the Australian Government announced 
reductions In the legislated monopoly protection provided to 
Australia Post; these measures were Implemented through the 
Australian Postal CoqxmxUon Amendment Act 1994. The postal 
reforms followed a report of the Industry Commission Inquiry 
completed In October 1992.® The main elements of the reform 
package were: 

3.23. 1 Domestic Letter Morwpoly 

The protected letter monopoly prices was reduced from 10 times 
the basic letter rate to 4 times. Based on the current basic 
postage rate of 45 cents, the threshold is 81.80. The weight of 
protected letters, also, was reduced from 500 gms to 250 gms. 

Carriage of letters within document exchanges was deregulated; and 
the carriage by contractors of an organisation's mtemal mail is now 
allowed outside the reserved services. 

3.23.2 Intemattoruil Letter Monopoly 

Outbound international letter trafSc was deregulated (but 
inbound international letters continue to be reserved to 
Australia Post). 

3.23.3 Downstream Access for Reserved Service (or Interconnection) 

A limited access regime for bulk letters reserved to Australia Post 
(referred to as ‘interconnection*) is now mandated. Mailers (rf'bulk 
letters can carry letters to desi^iated mall centres for delivery 
ttitrastate. and berveftjtorn a discount based on ewerage costs atxMed 
by Australia Post through the interconnection. 

3.24 The achievements of postal reform are set out in Section 6. 


rim letta rndnepdljr to ftjemd to to kgtofadton a* a acrvloc “nwmmdr to AuMndlii Tiieleniis 
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4. THE LETTER MONOPOLY 

4.1 Until 1982. the letter monopofy in Australia had followed 
somev^iat ainniar lines to the arrangement introduced 
Rowland Hill In Britain in 1837. The letter monopo^ reserved 
for Australia Post all letters up to 500 gms in weight except for 
letters concerned with goods, and carried with those goods and 
some other minor exceptions. 

4.2 In 1983, following the report of the Committee of Inquiry Into the 
Monopoly Position of the Australian Postal Comm^on (the 
Bradl^ Committee, referred to in paragraphs 3.8 and 3.9), the 
letter monopoly was relaxed to allow urgent letters to be carried 
by other carriers. The legislation exempted from the monopoly 
letters carried for a fee at least 10 times the ordinary rate for 
domestic and overseas letters. Letters up to 500 gms in weight 
generally continued to be protected by the monopoly. 

4.3 The letter monopoly was reviewed in 1992 the Industry 
Commission which recommended that the monopoly be 
abolished from I Januaryl995; but if immediate abolition was 
not acceptable then pro^ssive reduction in monopoly 
protection be effected over five years, at the end of which, 
remaining monopoly protection be reviewed. In the event the 
Government rejected that advice, but decided to make several 
changes to the regulatory framework Including reductions in the 
levels of monopoly protection (sec paragraphs 3.23. 1 to 3.23.3). 
Current legislative provisions as at January 96 regarding 

the reserved services are summarised in the following sections. 

A copy of the legislation is at Appendix B. 

4.4 Section 29 of the AustruUan Postal Corporation Act 1989 (the 
Act), among other things, gives Australia Post the exclusive right 
to cany letters within Australia, whether the letters originate 
within or outside Australia. 

4.5 Outbound International letters are not reserved to Australia 
Post however, the delivery in Australia of inbound International 
letters in the same categories as those reserved if posted from a 
domestic origin, is reserved to the enterprise. 

4.6 A letter is defined (section 3 of the Act) as "any form of written 
communication that Is directed to a particular person or 
address and Includes: 

any standard postal catlcle: 

any envelope, packet, parcel container or wrapper 

containing such a cortvnunication; and 

any unenclosed communication that is directed to a 

particular person or address. ’ 

4.7 But there are several exceptions to the services reserved to 
Australia Post (section 30 of the Act). The more important 
exceptions include; 



a letter weighing more than 250 gms; 
a letter wltMn Australia for vi^ch the carriage fee is at 
least 4 times the standard rate of 45 cents; 
a letter carried solely by any electromagnetic or other non 
physical means; 

the carriage of a letter to an office of Australia Post for 
delivery under the bulk intercormecdon service; and 
the carriage of a newspaper, magazine, book, catalogue or 
leaflet whether or not directed to a pardcular person or 
address and whether or not enclos^ in any sort of cover. 

Bulk letters under the bulk Interconnection service can be 
lodged at designated mall centres for delivery within the State of 
destination, at reduced rates. 

The letter monopoly is linked to Australia Post's Corrununlty 
Service Obligations. Under section 27 of the Act Australia Post 
is required to maintain a letter service of set characteristics and 
quality standards. That section further states that the principal 
purpose of the letter service is to carry letters Australia Post 
has the exclusive right to carry, and outgoing overseas letters. 
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5. POST REGULATION - SOME ISSUES 

5.1 Australia Post Is responsible for the operation of the national 
postal service. It is wholly owned by Ae Australian (Federal) 
Government (No debt is owed to Government - only to private 
sector lenders). Ihe interface between Australia Post and the 
government is principally through two Ministers: The Minister 
for Communications and the Arts is the responsible Minister for 
postal matters: the Minister for Finance has responsibility for 
oversight of the Government’s investments and assets. 

5.2 At the enterorlse level responsibility for the commercial 
operation of the enterprise, including achievement of profits and 
the payment of dividends to the owner, is borne by the Board 
and Management of Australia Post. The corporate plan is the 
vehicle for communicating and agreeing with the Government 
strategies and policies, including those relating to the 
Community Service Obligations (CSO's). financial, quality of 
service and other performance targets, and the cost of the 
CSO's. 

5.3 Pricing is the responsibility of Australia Post but Is subject to 
a power of "disapproval " available to the Minister ordyjor 

the basic postage rate (the Minister is otherwise unable to issue 
directions to Australia Post in matters of pricing). 

5.4 Comments on important regulatory issues relevant to postal 
services in Austria follow: 

Financial Protection 

5.4.1 Employee shares: Current practice in government owned 
corporations, in effect, prevents the issue of employee 
shares. 

5.4.2 Financial guarantee: There is no explicit government 
guarantee on Australia Post's borrowiiigs. although an 
"implied guarantee" la often bdleved to exist in financial circles 
to avafiable as a last resort. 

5.4.3 Government Subsidies; No cash subsidies are paid dlrecty to 
Australia Post by government for the provision of services to 
government or to particular groups at prices below cost 
(However, the uniform letter rate in Australia entails an internal 
cross subsidy funded within the postal service). 

A free redirection service is provided to pensioners (revenue 
forgone). Australia Post sells its services to government 
departments at market rates (e.g. mall for the blind, Australian 
Dticnce Force services). 

8.4.4 Pension JUabili^: Since 1975. Australia Post has fulfy funded 
the cost of all pensions to which its empltqrees are entitled. 

Borrowing: Borrowings I 7 Australia Post have to be approved 
by government as part of the Loan Council process ■ the 


5.4.5 
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government teqtiiies all borrowlngB. however, to be raised 
in the open market from the private sector. 

Financial Independence 

Buying caul selling gf assets: Australia Post is generally fiee 
to buy and sell assets on a commercial basis but is subject to 
government restrictions on heritage pn'operty and policy on 
local industry development 

Ability to raise capital, incur debt: Australia Post cannot 
raise equity except from the government - it is currently not 
open to 'privatisation'*. Debt can onfy be incurred with 
government approval. Post Is free, however, to make 
investments in accordance with Board powers providing the 
Minister is duly Informed of its intentions. 

Duridends: Post is expected to pay dividends to the owner 
government in accordance with postal legislation and 
government policy. 

Taxes: Australia Post is subject to all Commonwealth. State 
and Temtoiy laws and pays ^ taxes. 

independence qf Gooemonce 

Australia Post's staff are appointed by Australia Post The 
Board of Directors are app^ted the Governor General on 

the nomination of the responsible Minister. The Managing 
Director, who is ex-ofilcio a monber of the Board, is appototed 
by the Board. 

Performance Monitoring 

A quarterly report is provided to the Minister. An armual 
report, published each year and taUed in Parliament accounts 
publicly for performance. An explicit compliance report on 
Australia Post's Community Service Obligations. In^ded in the 
Annual Report, is also required. 

Ihibfie Scrutiny 

Australia Post is able to protect confidential business 
information, but Post is subject to Freedom of Infimnatlon. 
Ombudsman and Administrative law processes. 

Labour Management Praetlees 

• The right to strike - the workforce has the same rights as 
other workers in Australian businesses. 

• ^istrafia Post is free to negotiate the outsourcing 
(contracting out} of ariy of its services or functions. The 
process is subject to consultations with ^aff and uxdons. 

• Current^ Australia Post is reciulred to consifft with the 
Department of Industrial Relations In respect of decisions 
residing wages and conditions Ukefy to have 
significant "ww-on" effects for ottos in the community. 
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Australia Post's policy Is to avoid being a pacesetter on wages 
and conditions matters. 

Mecrket Liberalisation 

5.4. 14 Mailboxes: In Australia, access to the mailbox Is not reserved 
to Australia Post. 

5.4.15 Ability to compete: There are no specific government 
initiated measures which prevent Australia Post from 
integrating backwards or forwards. Australia Post now 
operates a fulfilment arm. Sprlntpak, and is a Joint owner of 
Austiallan air Express • an air transport business. However. 
Australia Post is subject to the 'Hade Practices Act which deals 
with competitive conduct and unfair practices. 

Cofiunerciol Freedoms 

5.4.16 Price: One price only is subject to Ministerial disapproval - the 
standard letter rate. Prices of all reserved services, however, 
are subject to price review as part of the government’s 
Competition Policy Reform measures. Australia Post has held 
its letter prices since January 1992. 

5.4.17 Kew Products: Post can and has Introduced new products and 
services (e.g. EDIPost: Australia Post's hybrid mall service). 

5.4.18 IView Markets: Australia Post has wide discretion In this regard 
both within Amtralia and abroad (wide range of postal related 
activities) Including hybrid, dectronic/ptysical mall. A variety 
of mechanisms for entry are explicitly available e.g. inhouse, 
joint venture, acquisition or through any other form of external 
participation. The Board must notify the Minister of new 
significant business activities. 
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& ACHIEVBISENTS OF R^ORM 

1975 Rearms 

6.1 Ibe refonns of 1975 made £ar reaching Structural changes. The 
first issue was the clear separation of postal services firom the 
afiairs of general government 1^ plad^ postal matters at arms 
length from the day to day business of government. Second, the 
mission of the neady created entity was clarified throu^ 
legislative provision. Ihis greatty facilitated the introduction of 
the discipline and policies vdiich ultimate^ led to cornmo-cmi 
operation. 

6.2 The 1975 reforms provided the postal service with a robust 
structure, a clearer mission, industrial separation from the 
public service workforce proper, and effective financial 
disciplines, all of a^ch prepared the foundation for Australia 
Post's transition to commercial operation. 

1989 

6.3 The Australian Postal Corporation Act 1989 legislated the 
‘corporatisation* of Australia Post. Clearly, these reforms built 
on the achievements, principles and Instltutiona} changes 
introduced in 1975. “^e dominant feature of corporatisation 
was to give Australia Post a commercial charter, ^beit in 
conjunction with parallel non commercial obligations le 
Community Service Obligations and specific general government 
obligations (sections 27 and 28 of the Act). 

6.4 In the process. Post has achieved high levels of service 
performance, strong productivity growth and commercial^ 
creditable levels of profitability. This has been attended 
decreasing real postage prices, sustained mall volume growth 
and substantial annual dividends paid to the owner, the 
Australian Government. 

641 "Transparency* in the planning, costing and delivery of CSO’s 

was embedded in the system. Throu^ the corporate plarming 
process, agreement was to be reached between Australia Post 
and the responsible Minister on the performance target to be 
met over thm years, including the strategies and policies for the 
delivery of the CSO's and costing them. In return, dr^ to ds^ 
controls by the government were lifted. 

6.6 A Board of Eiirectors, selected for their commercial skills and 

experience, was appointed, executives drawn from the private 
sector were recruit^ to top management, and a commercial 
financial structure put in place. 
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6.7 The regulatory finamework. the scope of the letter monopoly and 
the he^t of the protective barriers around the reserved services 
and the role of the regulators were left unaltered, 

6.8 The 1989 reforms imparted to the enterprise a positive 
commercial orientation and put ftirther distance between it and 
the owner government. They strengthened its organisational 
and financ^ structures, with a commercial Board and 
restructured capital in the balance sheet thQr opened the door 
to appointments of executives from the private sector, and 
redewed the relationship between Australia Post and the 
Gkwemment Having completed the internal commercialisation 
of Australia Post the 1989 reforms cleared the way for future 
reforms to focus on market regulation and competition. 

The 1994 Rejonns 

6.9 These reforms followed the report of the Industry Commission 
on Mall Courier and Parcel Services of December 1992 which 
had recommended abolition of the letter monopoly and other 
radical changes to the market for postal services. That Inquiry 
had been initiated by the Government as part of microreform. It 
made recommendations for radical changes to mariret 
regulation, but in the event, they were adopted only in part. 
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7. AUSTSAUA POST’S PERFORBSANCE 

7.1 The peifonnance of Post has shown si^siflcant Improvement 
over time, notably so since corporatisation in 1989. This section 
brleffy Illustrates the following major aspects of performance. 

Price 

7.2 Before 1975, the postal service recorded losses for sewral successive 
years. In 1975/76. following reform. Australia Post recorded a profit, 
and only once in subsequent years did It record a defldL Following 
1975/76. and with tight control over costs, the price of basic postage 
increased significantly less than average community prices. 

Graph 1 shows the movements in nominal and real basic postage 
from 1975/76. A faU of more than one third has occurred since 
1975 in the “real" basic postage rate. 


Nominal and Real Basie Postage Rate 1975/76 to 1994/95 


Graph 1. 
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Mail Volumes and GDP 

7.3 Over the years since 1975/76. mafl volumes achieved sustained 

growth. <&en at rates much higher than economic growth. Graph 2 
shows the annual percentage change in mail volumes and GDP from 
1985/86 to 1994/95. 

Mail Volume GDP - 1985 to 1995 
Year on Year % Change 
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Service Quality 

7.4 On time delivery is one of the major indicators of letter service 

quality. Graph 3 shows on time ddiveiy since 1988. While the 
measurement of performance was changed in 1992/93 with the 
Introduction of external audit, the results in the table Indicate an 
upward trend in on-Ume dellveiy performance over the period. 

Delivery Performance 1989 to 1995 - Within Promised Time 
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Sources; Australia Post, and since March quarter 1993 extemaHy audited performance 
*New performance measurement/audit introduced in second half of the year 
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Productivity 

7.5 Labour productivity is frequently used as an indicator of efficiency 

in the dellvery of postal services. The postal process is very 
labour-intensive and labour productivity captures most of the 
Improvements made. 

Graph 4 shows annual changes in labour productivity since 1975. 
Over the period, productivity change has shown consistent, though 
variable, improvement. Since 1990-91. a significant change In the 
trend occurred, with the annual rate of change increasing and 
performance reaching relatively high levels. 

Annual Labour Productrvitv Change % 

(Revenue at Constant Prices per Paid Workvearl 
1976/77 to 1994/95 
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Prqfitability 

7.6 Graph 5 shows Australia Post’s profitability since 1975. 

Profitability trended upwards starting in 1989-90 refiectlng the 
combined outcome of many rhaTi y f«i n f the refnnn prores-is- 

Coraorate Ann ual Profit 1974/75 to 1994/95 


QrapAS. 
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Dividends Paid 

7.7 Dividends paid to the Australian Government have increased each 

year since payments commenced in 1989/90. 

Dividends Paid to Governtii«»nt (A$ Ml from 1988 to 1995 



Ymt 

Dividends were not paid to government prior to 1989/90 

Time lost through Industrial Disputation 

7.8 Graph 7 shows the Impact that the changing face of labour relations 

has had on the incidence of industrial disputes which have led to lost 
time. 

Time Lost Through Industrial Disputes IHrs per emnloveel 

Gr«ph7. 

Hours/anvioyM 



Total Taxes and Government Charges 

7.9 Under section 83 of the Postal Services Act 1975. the Australian 

Postal Commission was exempt from the payment of taxation 
under any Federal, State or local law. During 1987 - 88 the 
Commission became subject to hinge benefits tax sales tax and 
customs duty. The Commission became subject to State payroll 
tax firem 1 July 1988. other State and local govermnent taxes 
and charges from 1 July 1989 and corporate income tax from the 
1990-91 financial year. 
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Graph 8 shows the total taxes and government charges paid Iqr 
Australia Post. In the lead-up to corporatisation, several taxes 
were Introduced progressively to lessen the financial impact of 
subjecting the postal business to all taxes at one time. 

Total Taxes and Government Charges lA$ml 
from 1987 to 1995 


ASm 


Graph 6. 
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Source: Australia FHast Annual Reports 


7.10 Corporatisation, the product of the 1989 reforms, influenced the 
achievements of the past five years. Those achievements are 
reflected in the productivity and profitability of Post, which 
(before tax) increased sevenfold; the percentage of mail delivered 
early or on-time, which increased from 88% in 1989 to 93.4% 
today: the reduction in the real price of its output: and dividends 
to the Government, which rose to $120 m in 1994/95 from nil in 
the first year. Taxes and government charges paid rose 
dramatically as profits grew, from $30 m in 1987/88 to $254 m 
in 1994/95. Not Illustrated in the graphs but fact, nevertheless, 
is that in recent years Australia Post has repaid $375 m of 
capital to Government (of a $450 m four-year capital repa 5 rment 
programme) and has continued to meet its social obligations as 
required in its enabling legislation. 
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& AUSmAUA. POSTS lABOTJR RSIATIONS 

8.1 Corporatisation was both a development milestone and catalyst 

for many aspects of change at Australia Post including labour 
relations. 

BJt The aim of reform was to Improve Australia Post's efficiency; 

and in such a labour-intensive enterprise, labour relations 
would naturally command a great deal of attention. 

8.3. During the mid- 1980's. Australia Post went through a period of 

escalating workplace unrest due In part to an autocratic 'top 
down' style of management. Local disputes were frequent and 
labour relations took on an adversarial character. 
culminated in the industrial turmoil of the second half of the 
1980's. 

8.4 In the run up to corporatisation. It was realised that as a 
customer service organisation. Australia Post relies critically 
on the motivation and commitment of front-line employees 
for its business success and competitive advantage. Several 
key factors were then identified. These included: workplace and 
Job design; the latitude in dedslon-making given to employees: 
rewards and recognition; the adequacy of the services provided 
to customers; and the standard of equipment available to 
emplo 3 rees to provide the service. 

8.5 At the time it was also established that existing processes did 
not result in constructive labour relations; for example, the 
dispute resolution processes encouraged abdication of 
responsibility for solving problems where they occurred, instead 
of encouraging local management to resolve ^em. This worked 
against acceptance of management-mediated solutions. These 
were regard^ as externally imposed, and often not accepted in 
the workplace. 

8.6 A 'Joint Statement of Understanding' setting out the process to 
guide future relations was signed by AustraUa Post's 
management and its unions in 1989. The Agreement set the 
object of establishing Australia Post's reputation for reliability 
and efficiency In providing customer service and outlined six 
principles :and processes of partidpattve management. The 
Agreement has been closefy adhered to. These principles now 
guide the process of renewal and redevelopment and the on- 
going relationships between the key players In the business - 
people, unions, management. 

8.7 The first step afterwards was to provide opportunities for much 
greater involvement in the business employees. This w^ 
eflfected through Industrial Porhc^pahon. Industrial Pordcipation 
has become Australia Post's human resource management 
philosophy, built around a process of employe involvement in 
woric centre decisions, and placing emphasis on employee's 
accountability. 
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8.8 Industrial Participation has strongly motivated employees. It has 
broadened their perspective, creat^ more interesting Jobs, and 
^ven people greater involvement In the business. Since 198S. 
there has been a dramatic fall In disputes and today they are at 
a negligible level. 

8.9 The jobs of most senior managers were declared vacant and were 
recontested in a thoroughly open field. These positions no 
longer carry security of tenure: they are filled under contractual 
arrangement, and they provide for rates of remuneration based 
on current market prices. 

8.10 Employee remimeratlon is now set under Enterprise 
Agreements which relate expected performance much more 
closely to rates of remuneration. Australia Post's Enterprise 
Agreement is widely recognised as a leading edge example of 
enterprise bargaining and includes provision for 

union rationalisation 

quality measurement 

provision for workplace flexibility: and 

a commitment to achieving world best practice. 

8.11 Recognition is also extended to employees in other forms: for 
example, bonuses for achieving 'quality accreditation' and for 
meeting productivity targets. These programs are designed to 
foster a quality culture and provide for tangible recognition 
where a desired outcome is achieved. 

8.12 Australia Post's labour experience is setting standards in 
workplace reform and is emerging as a model for successful 
change. Its distlngtiishing features are consultation rather than 
confrontation: mutual respect rather than mutual mistrust; and 
incentives for performance, rather than sanctions for poor 
performance. The successful vehicle for the change h^ been 
worker participation. 
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a FUTURE POSTAL REFORM 

Background 

ai The past twenty^ years have seen several waves of postal reform 

In Amtralia; and It Is fair to say that reform has been generally 
successful. As an enterprise. Australia lH>st has Improved Its 
performance markedly following the changes made to Its status, 
structure, and Its relationship with the government In the dual 
capacity of sole owner and regulator. Furthermore, from a 
public policy point of view, the social objectives set by the 
Government have been consistently met and the retention of 
national assets in the postal enterprise has been well justified. 

9J1 While the drivers of postal reform in the 1970's were industry 

specific, since the 1980's. postal reform has been part of a 
national all-industries strategy. Increasingly, therefore, 
developments in the postal area are being affected t^, as well as 
Influencing, reform in other Australian industries. 

9.3 Government statements and the continuing imperative to 
Improve Australia's international competitiveness indicate strong 
pressure for change will continue to be felt in all service areas 
including postal services. 

Further Reuiew qf the Letter Monopoly 

9.4 A review of the remaining limits to competition Is to be 
undertaken In 1996-97. 

In announcing the Government's 1994 postal reform decisions, 
the Minister for Commtmlcatlons stated. 

The Government has agreed to proposals for a sensible 
managed a/yfmach to Se introduction offurther competttiim/or 
Australia Post..The initial impetus for Australia Post to lift its 
business performance uxis given in 1989 when the Government 
caporatised Australia Post and put in place a oommerdai 
charter and board. Australia Post is already the model qf 
government business enterprise reforming itself. Productivity 
gains, higher staff morale and strong prqflts have been Ote 
result’ 

The Review should examine die future cvrangements for 
AustraliaPosL The Review's terms qf reference should be 
consistent with the Gouenvnent's determinations on the findings 
qf the Natioruil Competition Policy Review. Inctudlrm its policies 
on a declared access regime, nemopoly pricing, competitiue 
neutrality and regulatory restrictions on competOUm. 

This Is consistent with the Government's view thatapublic 
monopoly mustjustf/y the oontinuatkm qf Ite manopoiy position’. 
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9.5 It seems likely, therefore, that the 1996-97 review will examine 
the Implications of the Industry Commission's proposition that 
reserv^ services protection Is necessary to ensure the uniform 
charge for standard letters continues and is fimded by cross 
subsidy from low cost to high cost mail paths. 

9.6 The extent of monopoly protection may be reconsidered In terms 
of the weight and price at which competition will be allowed. As 
well, the scope of the monopoly may be examined In terms of the 
types of communications to be excluded from the reserved 
services. 

Principles 

9.7 Future Postal Regulation will be developed in conformity with 
the Australian Government's National Competition Reform 
legislation and policies Introduced In 1995. Under this general 
umbrella the National Competition Reform Principles Agreement 
envisages that legislated restrictions on competition would be 
removed unless it can be demonstrated that the benefits of such 
restrictions to the community as a whole outweigh the costs, 
and that the objectives of the legislation can only be achieved by 
restricting competition. They further provide that such 
legislation would be systematically reviewed at least once every 
ten years, by an appropriate Independent body. 

Present Government views on the postal service 

9.8 On behalf of the Labor Government, the then Minister of 
Communications stated in December 1993 when the last set of 
reforms were aimounced that the alms were: 

to safeguard the basic letter service and the uniform 
postage rate (both of which are currently provided by 
Australia Post under a legislated community service 
obligation): 

to encourage price and service competition In value added 
services; and 

to encourage Australia Post to continue to operate at 
world best practice; and as a 100 per cent publicly owned 
corporation. 

The Minister also stated that the government had rejected the 
Industry Commission's radical proposals because they might 
have "destroyed Australia Post's viability", and not ensured 
continued delivery of the community service obligations. He 
added, the Industry Commission's failure to estimate with 
confidence the quantum of monopoly protection necessary to 
ensure the viability of Australia F^st v&ille community savlce 
obligations continue to be Internally funded was a major reason 
for the decision of the government to take a moderate first step 
in 1994 and to review competitive arrangements In 1996-97. 



81 


Page 25 


Hie Hon. Midiael Lee. the present Minister for 
Communications and the Arts stated, in October 1994. ^en 
comparing pc^tal reforms to other sectors of industry affected by 
microreforms: 


*We need make no apoiogy for approaching the reform of this 
Industry sector (ie the postal indUtstry) on a respcmsible and 
progresstve heists. Urdlke other industry sectors, ive are 
starting from an intemattonally competUiue base - not piaying 
*oafcft-4p". While that is not grounds for complacency, it argues 
against a radical pace of reform that might destabilise the 
necessary balance betmeen commercial ol^ecttues and sexdal 
oti^cOues that mal^ Australia Post a unique institution In 
Australian society - much more than Just another business 
enterprise.'’ 
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10. CONCLUDINC COMBIENTS 

10.1 Australia Post's reform is an outstanding success story - one 
^diich Is internationally recognised. The indications of 
performance, all point to financial success. 

10.2 The key issues leading to the Improved performance include: 

• the ‘cam's length’ relationship between the Corporation 
and the Australian Government: 

• the establishment of a healthy working relationship 
between the Corporation's management, stqjf and their 
unions; 

• light-handed regulation; and 

• Australia Post’s commercial freedom, enabling the 
introduction of new services to meet customers' needs. 

10.3 From our experience, four fundamental steps have established 
the framework for successful and profitable postal service: 


• the clear definition of the postal service mission; 

• the introduction of incentives into the framework to 
ensure achievement of high financial and operational 
performance: 

• the acquisition of new resources and skills; and 

• a shift from an inward looktr^ operational focus to that of 
“the customer’, focussing on performance, accountability, 
meeting customer needs and customer satisfaction. 

Today, Australia Post is equipped to meet the chaUenges of our 

dynamic and contestable market place. 


10.4 
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Mr. Georges C. Clermont 
Pmideat and CEO 
Canada Foat Corporation 

Oood moning, ladies and gentleom. I taka great pleasure in ;q>peariag before you today to 
discuss some of the complex issues ftcing postal administrations. Thrae are veiy ehallanging 
times indeed fbr those of us charged with running a twenty-first century postal service. 

Some would have you believe that nationad postal services are dinosaurs, relics of a bygone age. 
They will tell you that there will be no need for us in the years ahead. They will lead you to 
believe that today, communication is done by fine, by electronic mail, or through the Internet, not 
thiot^ old fashioned postal services. Get rid of the dinosaurs, will they say, or, ^ most, let 
diem deliver a few letters fiom grandma and uncle Harvey. 

They will bury you with statistics to demonstrate the growth of other communication media: 
E-Mail has grown by 100%, business to business mail has fallen by 20 or 25%. etc. 

To come to this kind of fonim to defend the postal world makes us look like D(m Quichote. But 
did our predecessors not go through the same debates in the late 19th century when 
communications by telephone were growing by leaps and bounds, set to replace mail as a 
communication medium? 

Postal administrations are not thought of as showpieces for modem technology; our image is one 
of armies of people wearing green shades and black armbands, sorting letters one by one. The 
&ct that a lot of very high tech equipment was designed and manufactured to allow us to process 
30,000 letters an hour does not enter the public's mind. 

We have built in Ottawa a state of the art Control Centre that has more of a NASA image than 
that of a post office. The centre is our most important tool to manage the postal system fiom a 
central point - it allows us to monitor every monotainer of mail, every aiicrafi or truck carrying 
these monotainers, the conditions of every major highway , every single piece of mail wfaidi the 
customer has paid for tracking — but it has also become our most important marketing tool; we 
bring hundreds of customers through this centre and a customer that's gone through this centre 
will never doubt our ability to serve. 

This, of course is a far cry from the perception that our competition wants to create in the public's 
mind. Let's recognize that they have a vested interest in making us look inelevant. 


Mr. Runyon could perhrqts test the relevancy of the US postal service by announcing tomorrow 
that he's decided to deliver mail 3 days a week and close all post offices that serve less dial 
25,000 customers. Your phones and your in-basket would measure the relevancy of the postal 
system. 
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WeaiRiiotbliiidtothechasgesaroumlus. Weaieimtforainiintfeadvocatii^thestaiusquobut 
we know tbat we are filling a very real need. 

People like mail. It is personal. Someone took the aoiible to write to you. It is delivered by a 
real parson. It is tangible. You open it, you read it, you respond it. It is private and it is 
secHte. People evciyvAeie order huge quantities of products delivered thiou^ tbe mail. Why 
can one find tbat fire Company delivering your parcel fidfills your needs and not fire Post Office? 

Postal attaninistiations are mandated to save tbe whole country, however ranote the area. It is 
one of fiiose isUngible firings that forms a nation. No one can claim fire same coverage. It is 
indeed a wei^^ obligation that we have and our challenge is to turn it into a useful marketing 
feature. Last svanmer, here in Washiirgton I bad the pleasure to hear Senator Stevens refer to the 
firousarrds of communities vdtose only tie to fire main centres of fire nation is the postal system. 
Ask fiiose living in these communities how relevant fire Post office is. 

But Postal services are no diffieroit than otha corporations or organizations.- to survive they 
have to be relevant 

Let me tell you, if I may, some of fire filings we have done and are doing in Canada Post to 
remain relevant. 

I^ 1981, the Post Office became what we refer to as a Crown CorpoiatioiL A Crown 
tmporation is a creature of statute, sul^ect for the most part to the provisions of fire Canada 
Business Corporations Act, and to all otha laws of the land, including the anti-trust legislabon. 
There are Crown Cotporacions that have a purely social man d ate and some that have a mixed 
social and commercial mandate. The latta must be run as a business, but it is entirely owned by 
the Government of Canada. 

There were a numba of reasons for the Government to move the Post Office Department in that 
direction, chief amongst them the political and bureaucratic interference in the day to day 
management, fire elimination of deficits that ran into fire hundreds of millions of doUats in %me 
years, and to eliminate labour strife, which hart become so commonplace tbat C an adia n s had lost 
confidence in the postal system. I believe these parallel the conditions that a number of postal 
administrations have found themselves in at one time or another. 

As a first step, we concentrated on operational improvemoits, because -we had to give people a 
reason to believe in the system. It was important, first and foremost, to show Canadians that 
fiicii postal system could do the job and give them good service. Having set standards of service, 
we had our performance measured by an independent auditing firm - we were the first to so - 
and this allowed us to measure our progress, by quarter, year by year. This became one 

of the key determinants for incentive awards to^our salaried employees. We know that we are 
doing betta now than ten years ago, for example, as on-time delivery has gone flom 85% to 
97-98%. 
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Having had a good shot U fixing the operation, consttaising costs and establishing a sound 
oetwoik of retail outlets, distributed betwm coipoiate outlets and fianchised outlets, we turned 
our effort to our customers, 

'When you've been a monopoly fbr well over 100 years, it is veiy difficult to inorill a customer- 
driven culture. To change tbe culture is our current challenge; a more difficult task pethaps fiian 
those we undmtook during the first phase. We are now dealing with attihides and the human 
mind. 'When properly trained and motivated, postal employees are as productive as any. 

While our workforce has a right to strike, it knows and we krsow that affear a week or ten days, the 
Government will force them back to work and impose aibitraricm. We do not have an equilibrium 
of forces in the area of industrial relarions. They also know that they have contractually obtained 
job security and that the Post Office is not about to disappear. A normal corporation has a choice 
of shutting down an operation: we don't have that choicCjand it is evident in our workfisree's 
behaviour. 

But we have spent a lot of time and money on our human resources; we have tripled our training 
budget two years ago and have funded the Canada Post Learning Institute, a virtual university 
through which all our tr aining is executed. This training can go Sum product knowledge to 
forklift operation through advanced management courses in our universities. Two &culties of 
management, Queen's University in Ontario and Ecole des Hautes Etudes Commeiciales at the 
University of l^ontreal wotk with us at developing curriculae or special courses. For instance, 
by the end of this year, we will have eveiy one of our employees through a 2 or 4 day course 
called "Service Plus", a basic course in understanding who is a customer and the choices that he 
or she has. 

Today, I can say that we have restored customer confidence in our postal system; we have 
started measuring customer satisfaetion index through an outside firm, of course, and 
iirqnovement on this index, quarter by quarter, year by year, will become part of goals, just like 
we did for service performance, several years ago. When dealing with such a large workforce, the 
goals must be sinqile and clear and measurable. We will set targets for customer satisfiution in 
increments of 2 or 4% points every year. Nobody can pretend to not participate. 

Participation by all is a pre requisite for a successful turnaround. There is not substitute feu a 
woridbice that is proud of the Corporation that it works for. In the early stages of the 
Corporation, our employees, when asked who they worked for. mumbled "the government", so 
bad was the Post Office departme n t Today, I can say that our people are proud to wotk fin a 
well regarded institution and to wear its uniform. 
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Our success has allowed us to regain maticet share in most of our product lines. This progress has 
caused considerable unrest amongst our competstras. As can be etqrected, cries of taoss^ 
sulsidizBiion soon retrorberated. These allegations have been lepeattd for the last five years and 
have been dismissed every time, the last time by the Bureau of Competition, when it 
tgrproved our acquisition of a 75% interest in Puiolator Courier Ltd, the largest courier service in 
ramda 

Financially, we have not been as successful as we would have liked; we have soi^t no 
gov^nment funding since 1986 and we have had some years of good profits and scmie of losses. 
Our cutient mandate is to earn a return that is commensurate with that canted by firms of similar 
size, focing similar risks. Today, we would set that at 10 - 12%. 

Out competitots would like to see us subjected to some form of legulatory r^iine as is foe 
USPS. The Government has so far resisted that, for good reason, it seems. The basic letter rate 
is foe only one that is not sulqect to market forces; it is set by Cabinet. Our Corporation is 
subject to all laws of foe land, including foe Competition Act - equivalent to your anti trust 
legislation - vfoich is the perfect remedy fiir "keeping us honest". There is no need to force us 
into a straight^cket which in foe end only benefits our competitors. 

Our government has just appointed a commissioner to review our mandate. Its tenns of 
teforence are broad; chief amongst them are the maintenance of some form of "exclusive 
privilege" - our form of monopoly tahich gives us the exclusive privilege, subject to 2 pages of 
exceptions, to deliver letters weighing less than SOO grams - and our role in foe fiiture electronic 
information transfer media. 

Part of foe review will also focus on a clearer definition and cost of our social function. As I 
stated in the beginning, our corporatioa has a mix of a social and oommereial mandate. Its social 
mandate is essmitially the universality of foe service and the single pice for a basic letter. We 
like to look at those social obligations as a marketing asset. It allows us to put eveiything we do 
in a very single focus; we “stick to our knitting", Censoring mail, for instance is not ours to do. 
Law enforcement agencies are there for fols. Free mailing for elected lepresentatives is 
government policy: not ours. We get paid for it. Most of our "non^rore" operations ate 
contracted out: we do no long distance transportation, sui&ce or air; we found out that oui 
infoimatioii tecfanolc^ staff toided to re-invent what was already out in foe maricet: we have 
outsouiced all of this function winch fiees »p cqiital foi processing equipment; the same wifo 
our ^opeity management function - wc ate not managcR of teal estate - ^id this resulted in 
huge savings. 
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By eonceniiatizig on our core business, by focusing on our bnsiness like any odwr coqwiation, 
me believe tbat we can play tiie game on a levd field with our private sectn competitois. 

Playing on a level field means: 

- meeting die needs of tbe customcn, citizens, businesses, etc. 

- evolving wifo technology 

- paying taxes and dividends to your sharriiolder, vriioever be may be. 

- achieving file conunocial fieedom that is required to measure <9 to our goals. 

Given these rules, let the maiket place decide who should be in file game and who is best. 



88 


New Zealand Post 


Testimony 

of 

ELMAR TOIME 

Chief Executive Officer 
New Zealand Post Limited 

Before the Joint Hearing of 
The Subcommittee on Post Office and Civil Service 
and 

The Subcommittee on Postal Services 
of the 

United States Congress 


USPS REFORM - THE INTERNA TIONAL EXPERIENCE 


12 


25 January 1996 



89 


New Zealand 

CtiM ExtcuOv’M OWem 
Nmr Zm*lml Pot Ltd 
PiiintmBogltm 
T- 2T Wotodoo Quty 
WeujNOTON 
MEW ZEALAND 

25 January 1996 

DInet: e4*4*4ai433S 
Fox; S4*4* 4at 4411 


Senator Ted Steven* 

Chairman 

Subcommittee on Post Ollice and Civil Service 
Members of the Subcommittees 


My name is Elmar Toime md I am the Chief Executive of New Zealand Post Limited, a 
company incorporated in New Zealand and fully owned by the New Zealand Government 
New Zealand Post is responsible for the provision of postal services in New Zealand 

Consider the following facts about New Zealand Post: 

^ In November 1994 we were nominated as New Zealand’s Company of the Year. 

B In October 1995 we dropped the price of postage for a first class standard letter from 
45 cents to 40 cents (US26 cents) 

B In the eight years 1987-95, the real pnce of letter postage has fallen by almost J0"/». 

B For our last financial year ended March 1995 we posted a record profit after tax of 
$72.4 million (USS47 million) on a turnover of $644 million (US$420 million). 

B We have been profitable for the eight years since being corporatised in April 1987, we 
made losses before then 

B Our key ratios are: 

Profit after tax to shareholder funds: 32.1% (24. 1 % five year average) 

Profit before interest and tax to turnover: 17.3% 

Profit before interest and tax to assets: 25 3% 

New 2)ealand Post is a successful business under any measure It is my conviction that the 
same results can be obtained for the United States Postal Service. In the material that follows I 
have given my views on how I see this may be achieved and I have summarised the measures 
and reasons for the success of New Zealand Post. 

Yours Sincerely 


Congressman John McHugh 
Chairman 

Subcommittee on Postal Service 



Elmar Toime 
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New Zealand Post 

Reform of the USPS 

Role of Government 

The New Zealand experience suggests that the correct environment nHist be provided for 
managers to perform. The Board of Governors and the management team must be given control 
of as many of the levers as possible to run the business. At the same time a commercial discipline 
is needed. This means chat market forces must be allowed to operate in as close a proxy to the 
real market as may be possible, given other objectives of Government. 

In other words, Govenunent is responsible for the operating environment and the social policy 
contract Once that is defined, the Post should be allowed to nm like any other business. It will 
have: 

• responsibilities to its owners (the government on behalf of the people of the United States); 

• responsibilities to social infrastructure (the universal service mandate dictated by Congress); 

« responsibilities to its customers (efficient service), and 

• responstfailities to its employees (the fair employer requirement) 

Reform must discover the optimum formula to best achieve these multiple objectives. The State 
Owned Enterphse model pioneered in New Zealand has thieved this. 


ts 

ATTACHMENT! 


Conservative change 

In dealing with a complex business with a long and v^ued heritage, both in the minds of the 
public and in the people who work for the USPS, reform may be daunting. The desired end 
objective of all stakeholders cannot be achieved except over time. The natural conservatism of 
the public, customers, and employees and no doubt even many managers, will mitigate against 
rapid change 

Changing the behaviours and attitudes of people does take time In thinking about the USPS and 
reflecting on my own experiences in the turnaround of New Zealand Post, I have proposed below 
a programme of change which I believe allows commerdal goals to be set while still keeping an 
equilibrium of sons among the diverse stakeholders and self-Inieressed parties 

The following structure provides my view of how this can be achieved in the United States 


Summary Overview of Change Programme 
1 Separate Regulatory and Ownership Powers in Government 

I I Ownership is concerned with. 

1.1.1 business performance (including value creation ami profitability) 

1 . 1.2 business scope and investment policies 

1.1.3 dividend and capital structure. 
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1.2 Regulation is eoneenwd with: 

1.2.1 social policy requiremcBis 

1 .2.2 tnatket behaviours 

1 .2.3 monopoly provisions (letterbox monopoly tad tmiversal service) 

1 .2.4 pricing controls 

1.2.5 antitnist behaviour 

2 Establish a Commercial Company StnictiiTa 

2 1 Accept Government ownership. 

2.2 Board of Directors appointed for commercial skills (not political and geographical 
balance). 

2.3 All operational and commercial decisions whhin the social obligations Samework 
to be the responsibility of the Board 

2.4 Performance targets reponed to Congress. 

2.5 Commercial Balance Sheet established which will allow the USPS to trade in its 
first year (the Government to assume major liabilities if they exist by way of loan, 
to ensure a sound capital structure). 

2.6 Free cash flow dividend policy, in the context of an agreed Business Plan. 

3 Establish Monopoly and Regulatory Controls. 

3 1 Maintain the universal service obligations and universal price for the standard 

letter. 

3 .2 Continue to protect the standard letter as a reserved service. 

3 .3 Maintain the sanctity of the mail by preserving the letterbox monopoly. 

3 4 Regulate the price of the first class letter at an agreed price for 5 years. 

3.S All other mail services, including volume discounting, to be commercially priced 

by the business itself 


Offer of Assistance 

The foregoing paints summarise the New Zealand Post view on a realistic and workable refoim 
package. The discipline of commercial behaviour, allowing the Board and management to conuo! 
as many of the levers of performance as is possible, will achieve the necessary results of optimal 
performance. 

I would be pleased to elaborate on these points at the bearing or by separate commission. 

New Zealand Post has both the strategic and operational achievements to believe it has the ability 
to assist both Congress and the USPS itself meet its reform targets. 
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ATTACHMENT 2 


Addressing the Future 

Creating Benefits for all New Zealanders 


i 


Nrw Zealand PoM tSS 


fX>MPA^Y tir THF YF \R 


New Zealand Post Limited 

Prtsentttion t Clmir Toime 
CEO 

New Zealand Post 


The following presentation summarises the record of New Zealand Post since 
corporatisation and presents its operating principles and reasons for success. 


New Zealand Post is presently engaged in helping many other postal 
businesses around the world achieve similar results. 
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oOvervicw 


oMeasures of Success 
ODelivering the Future 
oKeys to our Success 



These are the key headings of this presentation. 
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New Zealand Post Limited 

9 Created from the Post Office which was divided into three separate 
businesses: Post, Telecom, PostBank. 

9 New Zealand Post is a limited liability company. 

9 Clear separation of the powers of the Board (commercial) and powers 
of the Government (shareholder rights and public policy). 

9 Its shares are held by the Minister of Finance and the Minister for 
State Owned Enterprises 

9 The State Owned Enterprises Act controls the public accountability 
requirements. 

9 The Postal Services Act controls the regulatory environment. 

m 


This summarises the structure of NZP. 

For all intents and purposes, we operate like any other private company. There 
is a requirement by law that we operate as a successful commercial company. 
We pay taxes exactly like any other business Our postage attracts the general 
value added tax of 12.5%. Our loans are not guaranteed by the Government. 
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The Post Office in 1986/87 

New Zealand Post Limited took over a postal operation 
in 1987 that was: 

3 Incurring major losses ($40 M in Its last year), 

O Overstaffed arid burdened with a large fixed cost structure. 

9 Operating inadequate mail processing facilities. 

9 Lacking financial and management systems. 

9 Needing substantial capital investment. 

9 Deteriorating service standards and not meeting customer 
needs 

m 


Before corporatisation, NZP was a poor operation. It lost money, little had 
been invested, there was little technology employed, and many of its managers 
had become administrators. People were demoralised and lacked commercial 
incentive. 

The real losers were the public of New Zealand. They received deteriorating 
service and subsidised an inefficient operation. 
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Business Performance 

Since corporatisation in 1987, New Zealand Post 
now operates in 1995: 

O With 30% more mail to deliver: 

> ... real unit costs 30% les». 

> ... labour productivity up by over 100%. 

> ... ata97%pluson-timeseiviceperfonnance. 

O New products and services meeting market needs. 

O Modem plant, iranspor. and equipment funded from within 
the business. 

3 Paid dividends and taxes of $445 M. 

3 Satisfied and involved labour force 

m 


Success was achieved over the entire eight years of our life as a corporate 
entity We were completely self-funding. The Government received 
handsome dividends, the public a first rate postal service. 


The next few charts record the key measures of success as we see them. 
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Profit after Tax 
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The year before corporatisation recorded a NZ$40 million loss for the postal 
business. This was turned around in year I 

In 1 988 a subsidy of about NZ$19 million was paid to keep small rural Post 
Offices open. This subsidy was withdrawn the following year There are no 
subsidies paid to NZ Post. 

The loss in 1 992 was due to abnormals, including property value writedowns, 
severance payments to workers made redundant due to restructuring, and 
expensing a major computer system investment. Normal operating profits 
were about $40 million. 
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Revenue 
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Turnover fell initially as we lost ..icome from banking (formerly conducted at 
Post Offices, but withdrawn by the now independent and privatised PostBank), 


New turnover growth has come from a new courier service, new mail products 
and services, merchandising sales in Post Shops, agency payment services, and 
new ventures 

NZ Post is able to acquire and divest businesses and companies to meet core 
business opportunities. 

NZ Post ranks 27th by turnover in New Zealand (and 1 3th by profit after tax). 
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Productivity 
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This is a broad measure of labour productivity. The chart shows letters 
handled per Post employee per annum. 


Total factor productivity shows similar fends Value based management 
measures also record significant value creation by the business 


The inverse of this chart is the fall in number of employees employed. It is 
true that we have 40% fewer people (measured by fiill time equivalents). 
Because the key workload falls in the evenings and mornings, we now have a 
large part-time workforce. We have also outsourced or contracted out some of 
our activities. 
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Capital Expenditure 
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Our capital expenditure has been sourced from retained earnings, sale of 
surplus assets, or borrowings. We have completely modernised our business - 
state of the art technology, in-hou:;« transport network (including a small air 
fleet), modern post office premir i', computerised. 

However, we are exceptionally rigorous in project evaluation to justify capital 
investment. We take the benefits of management reform before we apply 
benefits to capital investment projects. 

Our investment in subsidiary businesses is included here also. 
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Payments to Government 


t M »• 



Year Ending March 
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We have paid substantial dividends to Government (over 70% of profits after 
tax) as well as corporate tax. 

Next year we intend to take on more debt to closer match private companies 
debt structures This will allow a cap :*.al repayment to be made to 
Government, our second such restructure. 







102 



This chart shows relative prices (in NZ >ents) for first class letter postage It 
was prepared before we reduced the price of postage from 45 to 40 cents. 

NZ Post has therefore achieved its profitability not through pricing. 
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Standard Post Performance 



Month 

m 


Further, on time performance has continued to improve. We measure 
performance internally daily, and report the results of independent measures of 
service performance in our Annual Report 
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Retail Network 
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In 1988 we abolished the term “post office” and replaced Jt with Post Shop, 
This characterises the commercial attitude we have developed in the business. 


Post Shops sell stamps, accept mail, parcels and courier express items, accept 
payments for a wide variety of financial transactions (for example you may 
renew vehicle registration or pay road user taxes at a Post Shop), We also sell 
a range of stationery and related merchandise 


in 1992 we made stamps available to any approved retailer, with a sales 
commission of 5%. We are now introducing franchises - we have a formal 
franchise programme and in the last year have begun to increase once again the 
number of “ frill service” Post Shops as franchises. 
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Favourability 



t3 


We have an external and independent research house measure the public 
perception of NZ Post monthly We are now the highest rated utility. 




106 



OECO Countries 

m 


Mail volumes in NZ are not particularly !iigh. This chart gives us cause for 
optimism. Our growth has been around 5% per annum for four years. This 
year will be our highest growth, at nearly 6%, 


Good service and cheap prices are the best causes of growth 
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Our Social Obligations 

i in ■■■’ ' ' 'iliT,",,: H,„5T:;„L S 

O Universal price-equalised service 
O Price control on standard letter 
O Six day delivery 
O Minimum number of retail outlets 
O Free rural deliveiy 

m 


We have a contract with Government, called the Deed ofUnderstanding, in 
which we accept these social obligations As a state owned enterprise, we 
must also fulfill our obligations as a key infrastructure service. 

The reference to free delivery service is a situation unique to NZ For 70 years 
rural customers were require to pay a small fee to have mail delivered, this fee 
was abolished by NZ Post in April 1 995 aS part of our continuing to return the 
benefits of our efficiency gains to our customers. 
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Business Vision 


Our vision is to be recognised by 
New Zealanders as the best company in 
New Zealand. 

O Sustained Profitability. 

o Care for New Zealand by meeting defined Social 
Obligations. 

3 Investment which adds Shareholder Value. 
s Valuing our People 

O Reliable, efficient services at lowest Cost and Price. 

m 


I have established a vision inside NZ Post to target and provide direction to 
people. This vision is accompanied by a set of five business principles to 
guide decision making. 

The last one is market positioning statement, illustrated in the next chart. 
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Positioning the Post 
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NZ Post targets the 4th quadrant “Compete” We want to be competitors, 
winning customers because we are good, not because we have a monopoly. It 
takes many years to reach that positioning 

The US Government must set a target u>r the USPS Low price and high 
efficiency (meaning on time service and low unit costs). How to achieve this 
is of course the issue 
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A Major Price Initiative 


New Zealand Post reduced the price of the medium-sized 
standard letter from 45 cents to 40 cents including GST on 
2 October 1995. 
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This is the price record for the first clas^ letter in NZ. Remember, the price 
includes 1 2,5% GST (Goods and Services Tax or VAT), 


Prices are set by NZ Post This is independent of Government. The Company 
does have, however, a price ceiling against changes in the Consumer Price 
Index. 

On 2 October 1 995 we reduced the price of postage for the standard letter. 
This means postage is now almost 30% cheaper in real terms than 8 years 
ago. 

In 1 988 we moved away from weight based letter postage to size-based prices. 
This reflects better the actual processing cost structures and makes life far 
simpler for the customer. 

We also offer very substantial discounts for high volume customers who pre- 
sod their mail before lodgement. We share cost savings with our customers. 
This discounting is unregulated and determined solely by the Company (with 
reference to market pressures of course). 
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Delivering the Future 


O Strategies for success 
O Business purpose 

People reaching people through 
New Zealand Post for messages, 
goods, and payments 

O Fanning the Core 
*5 Key Programmes 
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This presentation now turns to the future. What are the strategies being 
pursued by New Zealand Post to succeed in the future. 


Our business purpose statement is ; People reaching people through NZ 
Post for messages, goods, and payments”. 

This defines the scope of the business. We will invest only in these core 
activities. We agree that as a Government owned business it is inappropriate 
to diversify. 

We call this strategy of confidence in our business scope “farming the core". 
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Key Programmes 
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Each manager in NZ Post has objectives against these four Key Result Areas 
Making money is concerned with profitability, productivity growth, margins. 

Winning customers is concerned with service performance, measured by 
customer satisfaction indices and on time mail delivery. 

Building relationships is concerned with stakeholder relationships (the public, 
our employees, labour unions. Government) and we measure performance 
through public favourability measures and employee satisfaction indices. 

Delivering the future deals with investment: whether in capital, people 
development, systems, or image of the Company. 
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New Zealand Post 
Keys tCLOiir Success 

O Corporatisation 
O Strategy 

O People and Organisation 
O Marketing 

O Production Control (measurement) 

O Management Systems 

Rethinking traditional performance standards 

m 


Turning now to the reasons for NZ Post’s success we think about these areas of 
performance. Each is summarised in the following. 

We believe we have “gone outside the box” in rethinking the traditional 
expectations ofthe postal business. 
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Corporatisation 

O Separation of ownership (Govei-nment) and 
operational (commercial) matters 

O Corporate performance accountability vested in 
Board and management 

O Board and Chairman selected by Minister 

O CEO selected by Board 

O Social obligations defined by (separate) regulatory 
arm of Government 

O Performance objectives defined in Statement of 
Corporate Intent (accountable to Parliament) 

m 


The corporatisation process provided the correct external stimulus to initiate 
change. 
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Postal Strategy 

O National priorities. 

O Infrastructure position. 

O Investment priorities. 

O Growth: efficiency and service. 

O Commercial discipline. 

The time has come for postal development. 

m 


We understand that postal strategy must consider the fact that the Post is a key 
national infrastructure. It is not exactly tike a private business It is important 
to proxy the market as best as possible, to give managers the correct 
performance signals 


There is no reason why the postal business cannot be made into a successful 
corporate 
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People and Organisation 


O Accept responsibility. 

O Appropriate organisation structure; 

> for growth, 

> for delegation, 

> for market focus. 

O Management development. 

3 Best piactice. 

3 Teamwork. 

@1 


Labour relations and management focus are vital ingredients to success. 


Changing attitudes does require a lot of time. For that reason it is unrealistic to 
implement a radical reform programme. Conservative change in the right 
direction is preferable - that is why for the US I do not recommend extreme 
measures such as full market deregulation and privatisation. 

Those options may remam for the future, but are not necessary for major 
change to be achieved now with a more limited programme. 
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Business Unit Reorganisation 
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O Focus on growth and closer to the customer, 
o Commitment to our people, our customers and the community. 

m 


The present organisation ofNZ Post is simple and uncluttered, allowing 
business divisions to exercise maximum market focus. 

Letters is concerned with the letters market marketing and sales, delivery, 
mail processing operations 

Distribution is concerned with parcels and express courier, and the linehaul 
transport network 

Consumer manages the business ofPost Shops - the retail network. 

Post Plus is concerned with direct mail, stamps, and electronic mail ventures. 
International manages the international range ofservices. 


Each business division is autonomous as far as possible and writes its own 
Profit and Loss. 
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Marketing 


O Product knowledge: 

> service performance, 

> volume information, 

> cost structures. 

O Customer knowledge. 

O Product development: 

> the importance of simplification. 
O Marketing planning. 

O Sales and account management. 


12 


We have placed a huge emphasis on mu.keting and sales. 
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Production Control 


A system of management for mail operations that: 

O improves service performance, 

O increase producti\ ity, 

O achieves greater flexibility, 

O copes with volume fluctuations. 

Puts service performance under control! 




Our business efficiency is as a result of proprietary systems implemented in 
mail service centres. Resources closely match workload. This production 
control process lies at the heart of our productivity success. The techniques arc 
amenable to any single postal installation - here the comparison in size and 
complexity between the US and NZ does not matter. 
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This is a simple schematic for our production control system 
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Underlying Benefits 


9 These are fundamental principles involving a new way of managing 
the postal business - simple, practical, enduring. 

9 Hands-on quantitative management, 

9 Does not require technology - capital is conserved, 

9 Involves staff and produces an environment that fosters 
improvement and innuvation. 

9 Guarantees productivity improvement and capability to handle 
growth. 

9 Compatible with total quality management. 

A unique New Zealand Post business ^'‘■ocess that can apply anywhere 

m 


We would like to assist the USPS in these practical measures. 
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Management Systems 

O Mail processing systems. 

O Delivery systems for letter carriers. 

O Operations training. 

O Transport network control. 

O Track and trace - courier and mail shipments. 

O Financial and management reporting. 

O Business and maiketing plaiuiing. 

B 


Like all businesses, we have worked hai J to develop and adapt systems for 
better management, We are pleased with our achievements in these areas. 




123 



To conclude, we see this as the metaphor for our transformation. 
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Elmar Toime, Chief Executive 
New Zealand Post Limited 


statutory Change and the Post 

The leeislative influence on the development ofNev Zealand Post 

Presentation by 

Elmar Toime 

Chief Executive 

New Zealand Post Limited 

Washington 
13 July 1995 


Introduction 

Recently, a business paper in New Zealand headed an article discussing management training in the 
following way: 

"Does management reform the economy or the economy reform management?" 

The article went on to quote the government of a neighbouring country announcing a new 
investment in management training as “the next key step towards a competitive economy". The 
journalist put it rather neatly when she pointeo out the belief in New Zealand was the other way 
around: “a competitive economy produces management reform I think this rather neatly captures 
my theme today. 

There is a lesson here for those who wish to push for postal reform and bring about the change 
necessary to bring a postal entity into the competitive real world. There is only so much managers 
can do. They are a product of their environment. 


What is New Zealand Post 

New Zealand Post Limited is a government owned enterprise. It holds the franchise in 
New Zealand for universal mail delivery. Otherwise, it is just like any other company. Importantly, 
our employees believe in our company status. Having that state of mind helps achieve commercial 
behaviour. We try hard to get the entire public of New Zealand to also accept this. The language 
we use (for example, we do not refer now to post offices, but to Post Shops) and the symbols we 
have created emphasise the point. Nevertheless, the old institutional, way of thinking endures. 
That’s OK - it can be turned to business advantage, as I will show. 

There were no half measures when we were estabiisned as a corporate. The government gave us a 
clean, straightforward balance sheet with no hidden elements or special provisions. The break from 
government administration was clear-cut. 
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The change process was not exclusive to New Zealar.d Post. The enabling legislation which created 
us as a legal company, defined as a State Owned Enterprise (SOE), served a dozen other 
government trading entities. We were ail commercially set free on the same day. All have 
succeeded and become profitable. Many have since been sold and trade today as privatised 
companies. We at Post remain in government owne'-chip. 

I have discussed privately how all this came about with the government Ministers of the day who 
were responsible for the SOE initiative. They tell me they were confident of the model, but not of 
Post itself. They wondered what they would do when (not if!) we failed. I have heard that said in 
many places around the world since. If there is one lesson from New Zealand experience it is that 


Well, we didn't fail. I think the initiative 
was a resounding success. Why? First: the 
environment was set up for success. The 
company was not only told to be 
commercial, it was given the tools and 
freedom to be commercial. Pricing policies 
were ours to make and market positioning 
was ours to define. Personnel policies were 
ours to formulate, to ensure we brought 
staff with us. We were free to hire and fire, 
and reward at market rates for skills and 
achievements. 

Second: while the Company was denied government guarantees in its borrowings and trading 
activities, a sound commercial structure was established. This took almost a year to set up before 
launching as a corporate. Properties were assessed and valued, and assets were identified and 
assigned to the business. The government decided a postage price to get the Company closer to 
profitability. Preliminary budgets still had the Company making a loss. The full value added tax of 
10% (called GST in New Zealand) was applied to all postage. 


Cenis 
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Figure 2: Standard Letter Postage 


the Post can and does work as a successful business. 

The Measures of Success 
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Figure I: Profit after Tax 



That postage price of 40 cents established then (about 25 cents US), now including 12.5% GST, 
applies today! In real terms, the price today is 27 cents, a fall of over 10%. 
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Third: a leadership siructure was established The government appointed a commercial Board of 
directors, consisting of leading accountants, I wyers, and entrepreneurs. Strategic skills and 
purpose were strong. Political affiliation was not a criterion for selection. The Board recruited a 
strong chief executive (my predecessor and mentor, Harvey Parker, who introduced me to this great 
business). From the outset it was decided that success, meaning principally profitability, was to be 
established immediately, in the first year of trading. That became the driving force throughout the 
business. 


The Statutory Environment 


I have said that the Post was established 
as one of a dozen other government 
trading enterprises. Back in 1987 policy 
setters did not think it was 
fundamentally different to any other. 1 
believe that view may have changed for 
many. It must be acknowledged the 
Post has a mysterious social position 
that has endured throughout the years of 
reform in New Zealand. This is 
reflected in the complex statutory 
environment that remains in place for 
us. 


Figure 3: .New Zealand Post Limited 


a Crate.-l in 1987 fifOin the Pest Office which was divided into three 
sepirate businesses: Post, Teieconv PostBank 
s New Zealand Post is a limited liability company 
a Gear separation of the powers of the Board (convneidai) ar.d 
povsers of theGovemrrent (shareholder rights and public policy) 
s l3 shares are held by the NSnister of Finance and the NSnister for 
State Owned Enterprises 

s The State Owned Enterprises Act controls the public 
accountability requirements 

s The Postal Services Act controls the regulatory environment 


All Stakeholder groups have been considered in the legislative framework 

• State Owned Enterprises Act 

The key to understanding is the State Owned Enterprises Act, a statute that defines our 
objectives. Section 4(1) states: 

“The principal objective of every State enterprise shall be to operate as a 
successful business and, to this end to be - 

(a) As profitabie and efficient as comparable businesses that are not owned by 
the Crown; and 

(b) A good employer; and 

(c) An organisation that exhibits a sense of social responsibility by having 
regard to the interests of the community in which it operates and by 
endeavouring to accommodate or encourage these when able to do so. ” 

This principle and its objectives have been tested in the Courts as various interest groups have 
sought to modify a number of decisions the Company has made by appealing on the grounds of 
what is “a sense of social responsibility". The first instance occurred in 1988 when an attempt 
was made to prevent the closure of uneconomic post offices. Mr Justice Greig decided: 

“it is plain in my view, that the over-riding consideration is commercial; the 
operation of the successful business to be the background and probably the 
foreground of the company 's operations. ” 




128 


A more comprehensive tesi occurred in 1992 when the rural community attempted to prevent 
New Zealand Post increasing a special charge for delivery that had existed for 70 years. I quote 
the following key passage from the judgement of Mr Justice McGechan in the High Court of 
New Zealand: 

"While Section 4, and other sur. ounding factors impose a duty to deliver, they 
likewise limit that duty to the commercially realistic. If a service is commercially 
feasible, it is to be provided - under contract or howsoever - and is not to be 
withheld as a matter of policy, or arbitrarily or in a discriminatory fashion. 
However the duty to be a successful business does not in itself oblige New Zealand 
Post to provide uneconomic services, even within a monopoly, whether or not such 
were traditional for its deparmertal predecessor. Indeed, if anything, the duty 
prohibits the uneconomic and unbusinesslike, unless there are over-riding 
extraneous commercial factors.. " 

Two Cabinet Ministers, the Mii.ister of Finance and the SOE Minister are named in the Act as 
shareholders. Their's is a key role. They e.xercise responsibilities as shareholders and are 
concerned with the overall performance of the business and they are responsible to Parliament. 
Day to day operational matters, including pricing, are solely issues for the Board and 
management of New Zealand Post. Ministers may only direct the Company in writing to 
undenake any action, and any such request must be tabled in Parliament. There has been no 
such request to New Zealand Post in its eight years of existence. 

Postal Services Act 

This defines Our regulatory environment. Policy setters continued to believe that until the 
business proved itself successful a degree of statutory protection was necessary to ensure a 
universal service could be provided. Tiiis protection was defined to apply only to the standard 
letter. It was made clear to the Company however that these provisions would be removed in 
due course. Again, the initial correct incentives were established. I think there is no doubt that 
the intention to remove the monopoly provided a powerful motivating force inside the business. 
The Company and its people were marshalled behind the catch-cry of competition. 

In the event, government took the view, in conjunction with the Company, that deregulation 
was to be phased in. This was as much to do with the state of the New Zealand economy at the 
time (a major recession and property market collapse) as it was to do with concern about the 
Company's ability to survive. 

Last November the government decided it would legislate to remove fully the monopoly 
protection in 1995, but that has not happened as yet. We have shaped our business plans to 
expect an open competitive envirunnnen'.. 

Our decision to reduce the price of standard letter postage, made with the release of our Annual 
Report on 27 June 1995, is only panly a competitive reaction to deregulation. It is more to do 
with our confidence in mail as a communications tool and as a stimulant to growth. 

The Company fully supports the present initiative to deregulate the postal market in New 
Zealand. While it is not within the ambit this paper, I do believe it is the correct future world 
initiative. 
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• Deed of Understanding 

Hew Zealand Post has been a commercially 
aggressive business, Our quest for efficiency ind 
reform has required us to take a number of difficult 
a.nd unpopular decisions. This ted to some concerns 
from Parliament that perhaps the Company could 
reach decisions that compromised the role 
Government saw necessary for a universal service 
provider. Government asked the company to commit 
itself to defined social obligations in exchange for 
continued statutory protection. 


S Universal price^equalised service 
3 Price control on standard letter 
3 Six day delivery 
3 Minimum number of retail outlets 
3 No rural delivery fee 

Figure 4: Defined Social Obligations 


This gave rise to the Deed of Unuerstanding which is a contract between the government, 
represented by the Minister for Communications, and New Zealand Post. The basic provisions of 
the Deed cover universal service, an indexed price cap for the standard letter, frequency of mail 
delivery, and size of the post office network. 

The company has committed itself to the Deed even when the market is fully deregulated. 

• Companies Act 

The business also operates under the Companies Act and financial reporting acts, which are 
codes of legislation pertaining to all companies in New Zealand. The Acts define the 
responsibilities of the Board, statutory reporting requirements, and so on. 

• Other Legislation 

As a government owned entity there are a number of further constraints on the business. We are 
subject to an Official Information Act which in principle allows people to seek information about 
the Company and its decisions. .Administrative decisions and refusals to supply information can be 
reviewed by an Ombudsman (a parliamentary officer) who has power to recommend compliance but 
not enforcement with his viewpoint. Commercially sensitive information can be withheld, but it is 
an onerous responsibility to prove its sensitivity. 

The Company is audited by the Auditor-General who contracts a private firm of auditors to carry 
out the audit. This audit is reported to a Select Committee of Parliament who can call Company 
officers before it to account for its actions during the year. The Annual Report of the Company is 
tabled to Parliament, as pan of the SOE regime which also requires a Statement of Corporate Intent. 


statement of Corporate Intent (SCI) 

The SCI provides for the Company to prepare a statement of its broad operating strategies, business 
targets, and investment policies for tabling to parliament. The statement must be agreed with the 
Minister, In this way a form of broad control is exercised over the trading activities of the business. 
It is a public and accountable instrument to aliuw the shareholder to be involved in strategic 
decisions which couid lead to diversification away from the core. For example acquisitions of other 
companies or shareholdings over $1 million require Ministerial approval. I believe this sort of 
control is appropriate for a shareholder. In particular the Government determines the extent to 
which it wishes to see its businesses encroach into new private sector activities. 
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People and Public 

New Zealand Post has worked hard at its labour relations. Organised labour participated in the 
New Zealand refomi process. It recognised the need for change in the economy. Today that 
reformist zeal has slowed down but it was a potent force in the mid to late I980's. The cost of New 
Zealand Post’s commercial success has been a 40% .eduction in the workforce. Part time and shift 
work employment is a major element of some parts of the business. The efficiency imperative 
drives all change in the Company. 


The Post must deliver. Businesses and the 
economy have the right to expect efficient low 
cost, reliable mail services. I am a firm 
believer in user pays. There is no long term 
place for subsidies in what can and should be 
commercial enterprises. There is no reason 
why the Post cannot pay its own way. One 
requirement is an insistence on labour 
productivity. 

Simplistically, that is achieved in one of two ways. You can reduce labour input for a giver, mail 
volume, or, you can hold labour effort constant while volumes increase. It is a management fallacy 
in my view to depend on volume growth to solve productivity problems. That dodges the issue. 
Volume growth is delivered by economic conditions and it is delivered by a postal environment 
with good service and minimum price. The Post can only be responsible for the latter. Marketing, 
new niche markets, divergence from core activities are only pretence. They can’t disguise what 
ultimately has to be faced - the efficiency of the workforce itself. 

Certainly, make the marketing changes tnat favour productivity. For example, by simplifying 
postage rate conditions, it makes it easier to run the business. It makes it easier for customers as 
well. In New Zealand we do not need a public post or zip code. We have tackled the management 
options for productivity gains without making demands on the public. Our letter pricing is based on 
size, not weight, because that's what determines costs. As a result, life is so much easier for our 
counter people and for our customers. 

The following table summarises some of our key 
performance indicators. 

Interest groups have mixed views. To the mind of 
some, the reforms we have made have gone too 
far. Generally, there is little public awareness that 
it is business that pays the way. The uninitiated 
believe the Post is a community and social service 
for householders. As a consequence too much 
weight can be given to the features of the universal 
service - basic letter post price, post office 

networks, and delivery frequency. Figure 6: Business Performance 


New Zealand Post now operates in 3995; 
s With 30% more mail to deliver 
> ... real lurtit costs 30% less 
>' ... labour productivity up by over 100% 

^ at a 97% plus on-time service performamce 
a Prices under control with only one price rise in 8 
years for standard letter 
3 New products and services meeting market needs 
a Modem plant transport and equipment funded 
h’om within the business 
B Paid dividends and taxes of S445 M 
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If cusiomefs are prepared w pay for these services, well and good. The true test is what would 
happen in a competitive environment. Competition decides what is affordable and what is needed 
by customers. 

As 1 have mentioned, interest groups have tested the law in the courts to see where commercial 
behaviour begins, and where the Company must have other, broader social considerations. There 
was major opposition to our post office conversion process. But no place in New Zealand was left 
with a lesser postal service. Banking was taken away (hardly a Post matter) and agency payment 
se^'-'es could no longer be carried out in our franchises. It is undeniable however that many 
communities felt a community less with the closure of the local post office. 

The rural community was similarly aggrieved when the Company at one stage threatened to 
withdraw from delivery services to rural addresses. Our solution was to increase a long-standing 
fee for service, paid by the addressee. This gave binh to a major and enduring lobby which sought 
political interference to force New Zealand Post to desist. The SOE model was upheld and the 
Company effected the change. 

Today, the company could be seen in one sense to be reversing these unpopular actions. We are 
increasing the number of full service Post Shops and have removed the controversial rural delivery 
fee from 1 April 1995. While public opposition was one element to our decision-making, a new set 
of commercial imperatives have driven us. 

With the introduction of 
counter automation 

technology and the 

development of our 

franchise operation, we 
can see the benefits of a 
more commercial solution 
to the question of public 
access to our services. 

And, of course, we can see 
the commercial benefits of 
having a universal delivery 
service, including the rural 
sector. Rather than 

charging the addressee, it 
is better to encourage more 
mail through a more cost- 
effective delivery channel. 

That is what we are doing. 

These two examples, the Post Office closure lobby and rural delivery, show that there are key 
interest groups that do have valid pci.nis of view. One first decides the commercial priorities. This 
may require unpalatable solutions, but usually they just have to be made. 

Having said that, I do believe the Post is different to ordinary business enterprises because we are a 
carrier of last resort. The government says that must be so as a matter of public policy. If we 
weren't there, someone else would have to do it. 


0vt41» 



Year ai i April 

Figure 7: Retail Outlets 
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One vital interest group comprises the Urge mailing businesses. These are the companies that either 
are dependent on the mail for their livelihood, or whose own administrative processes need a viable, 
vigorous and efficient Post system to exist. Many of these groups are represented in the audience of 
this conference. Many present may be enjoying the benefits of subsidy or lobbying power. They 
have a real influence on what happens through the various rating processes. I have a message for 
you, too. A commercially free Post, able to sti its own prices and service offers should not hold any 
fears, except if you benefit today in an unreasonable manner. 

I offer three examples of changes made by New Zealand Post where business customers did not 
immediately benefit from our efficiency and structural reforms. 

Publications Discount. 

L'ke many other postal administrations we used to offer a 50% publications discount. I don't 
know why. It was the first subsidy we eliminated, and properly so, for mail costs depend on size 
and weight, not contents! The consequence for some publishers, particularly small non-profit 
organisations, was to close them down. We are not proud of this, but they had existed because of 
a historical and unjustifiable subsidy. Hardly the way for them- to sustain ? viable busin ss. 
Large customers, who swung a lot of weight, negotiated a phased price change. Some managed 
to win a five and six year phased removal of the discount. That's great. Thai’s commercial. 

Franking Machines 

My second example concerns franking machines. It was the practice in New Zealand to sell 
postage on credit to people using franking machines. There were tens of thousands of customers 
with effective credit lines of only a few dollars. They were billed monthly and were a major 
administrative cost to the company. 

We introduced a new credit policy and required small business customers to convert their 
machines to credit locking. This cost them hundreds of dollars. At the same time we introduced 
a service called BoxLink that did not require stamps or franking, compounding the effect. This 
devastated the franking machine industry in New Zealand. 

Following the announcement of our intentions, the industry asked me to respond to their 
concerns. I asked how they had factored what New Zealand Post might do into their business 
plans. This question seemed to catch them by surprise. No-one had thought New Zealand Post 
was a relevant factor in their strategic planning. 

Mailing houses 

My third example concerns the mailing house industry. It was the practice that customers who 
originated the mail paid the mailing house, usually on 7 day terms. Because the old Post Office 
was such a poor chaser of debts, the mailing houses enjoyed debt-free working capital funded by 
the Post. Needless to say that changed as we focused on cash flow. We began to contract 
directly with the major mailers and received payment on 20 day terms. Mailing house cash flow 
dried up and some businesses folded. Their profitability had depended on a lazy Post. 

My observation is this. The Post used to be a sleeping giant. Many rested their heads on its gentle 
and fat belly. Beware when the giant awakes! 
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The Future 


I want to briefly turn to where I see New Zealand Post going now. Our business 
vision is to become the best company in New Zealand and recognised as such by 
ordinary New Zealanders. We are already 1994 Company of the Year in New 
Zealand! To give effect to The Best Company vision I have defined five business 
principles to target all our shareholder groups. These are: 


New Zealand Post 
Company ol the Year 


3 Sustained profitability 
3 Care for New Zealand by meeting defined 
social obligations 

3 Investment which adds shareholder value 
3 Valuing our people 

3 Reliable, efficient services at lowest cost and 
price 

Figure 8: Business Principles 


Our business purpose and direction is firmly based on what we call our "farming the core" strategy. 
We concentrate on the established parts of our business, and extend these only where we can 
demonstrate clear synergies of operation. 

This year we have divested two of our subsidiary activities which we felt were diverging from our 
core. Instead, we are presently in the process of acquiring two others to prepare a future strategy to 
lessen the company’s dependence on the letter post market. That is commercial freedom. We apply 
Strict internal investment disciplines: shareholder value considerations and relevance to our core 
key drivers. 


Competitiveness 




HI 



K target and 
our strength 

LO 





LO 

HI 

Efficit.'cy 


Our drive for ongoing efficiency 
continues. We are advising a 
number of overseas postal 
administrations on practical and 
basic productivity projects. If you 
haven't seen these projects, you 
will be amazed. 1 invite my 
audience to come and observe 
these changes first hand in New 
Zealand! 


Figure 9: NZ Post market positioning 
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Conclusion: What Advice Do 1 Give? 

I come back to my opening question. Do managers get the environment right, or does the 
environment produce the right managers? I believe the importance of gelling the environment right 
can't be glossed over. In the case of New Zeala.nd "osl the environment was changed first. The law 
makers established a model for government trading enterprises predicated on a policy view that said 
it was preferable for government to be small. Their view was that government was a poor investor 
and could not properly operate a trading entity, because at some point the need to implement social 
policies would come into conflict with or dominate commercial objectives. 

The State Owned Enterprise model was the product of this change. Public policy and commercial 
activities were clearly separated. A minimal set of social objectives evolved, expressed in the Deed 
of Under.standing, that appears today to satisfy nearly all interest groups. And, there has been some 
pain. 

Difficult decisions cannot be avoided. The Post is too important for that. There are commercial 
solutions for the problems facing the Post. 

If the legislative and commercial environment is put right, what then? Obviously objectives must 
be set for the business. For New Zealand Post, the business is required by law to be successful on a 
comparable basis. The governance of the business must be directed to that goal. It means a strong 
profit ethos. Profitability, and more particularly building the value of the business, drives 
managers. Rewards and incentives for people must be correspondingly appropriate for the scale of 
the business. Sensible commercial freedom is necessary. 

Public accountability is still possible. Rules for reporting and disclosure exist to ensure public 
targets are met. None of this means that the operation can't run commercially. Capital investment, 
whether in plant, technology, or new business ventures must have the appropriate disciplines. This 
means the business is able to raise capital because it is commercially sound. The changes we have 
seen in the world in the past few years have reinforced the capitalist model. The Post is not 
immune. 

The challenge before the Postal Service is good service getting better at low costs. Efficiency and 
business profitability must be the aim. I have no doubt whatsoever that these goals for the Post can 
be achieved hi the United States of America. Complete the change process which has begun. 

I close with a quote from Shakespeare’s yufi'uj Caesar: 

"There is a tide in the affairs of men, 

Which, taken at the flood, leads on to fortune;”. 


Now is the time! 
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Testiaicmy by Ulf Dihteen January 25, 1996 at a hearing organised by the Senate and 
House subcommittees with jtirisdiction over the U.S. Postal Service. 

The hearing was entitled *USPS Reform - The International Ejqsecicnce* 


Can deregulation work? 

Mr Chainnan, Mr Co-chairman. As the others I am honoured to be invited to 
present our experiences. Sweden has gone further dian most countries - as you 
probably know - and totally abolished the monopoly on letter distribution. 

Sweden was when it happened ini 993 one of the first three nations in the world to 
deregulate its letter market. Just under ten operators, most of them very small, tried 
to establish business in letter distribution. Of the active ones, only Svensk 
Direktreklam is left. This company, originally a distributor of unaddressed mail, is 
now also involved in the distribution of addressed items. 

On the other hand, Sweden's best-known private sector operator - CityMail - has for 
the second time filed for bankruptcy. According to an independent committee the 
company has no prospects for survival witliin rhe scope of its current business 
concept. CityMail may, perhaps, have been able to compete with the "old” Sweden 
Post, but not with the much more efficient Sweden Post of today. CityMail's 
business scheme- with sotting being conducted manually - cannot become 
competitive, even if volume increases sharply- Even if CityMail is now once more 
leconsciucted, the forecast for the future is thus weak. Does this mean that the 
deregulation in Sweden has failed? My personal answer is no. 

There were no doubt many people who supported deregulation with the main 
intention to give the private entrepreneurs a chance. However, my own reasons for 
urging the need for a deregulation of the letter market and the conversion of Sweden 
Post into a limited liability company were different. So were others. Our analysis 
was - and still is - that the position of letters as means of communications is 
seriously under threat by developments in technology. 

Nearly ninety per cent of letter revenues comes from companies, other organisations 
and the public sector. They use letters primarily for two purposes. The first is for 
administrative and financial messages. In this market, electronic systems are gaining 
market shares day by day. Fax, ePost, eMail, eDI etc. already account fbr more than 
half the volume of messages across borders, as well as for 20 per cent of business 
communications in a country like Sweden. The second use of letters is in market 
communications. Some of you call it junk mail. Here, the letter competes with 
other media, including the growing area of radio and TV-advertisiag. as well as 
with press advertising, billboards etc. Letters have around a third of rhe media 
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maiket, and of that share Sweden Post has. in turn, two thirds. Other operators 
share the remainder. In this expanding market the letter has maintained its position 
well. 

There were also other reasons for deregulation and privatisation. Sweden Post has 
much more to offer than delivery of letters atone, even if letters represent more than 
40 per cent of our revenue. Basically we are in the markers for messages, payments 
and distribution of goods. The pressure of competition is also growing in other areas 
tlian letters. The Posegirot that is handling payments is nor only responding to a 
trend in which payments will increasingly be made by electronic means. 
Furthermore, as a result of Swedish EU membership, ail banks in Europe are now 
European banks. This means that international banks specialising in payment- 
processing now have free access to the Swedish market. The parcel business, too, no 
longer has domestic competitors alone to deal with. International integrators are 
increasingly turning their attention to the Swedish market. 

The step toward a deregulated postal market was to take away the monopoly on 
letters that we had. Although we are free to decide on prices for our services there is 
a capping on letter s up to 500 gt. The cap is the price level chat is presented in 
your documents. The real price paid is less. And has in real terms been reduced with 
10 percent the last two years. 

We got a Postal Services Act in 1 994 and at the same time Sweden Post became a 
limited liability company. The monopoly the Posegiro had on state payments was 
terminated in this context. Today Sweden Post operates on the Swedish market 
without any monopoly protection. 

The Government has the responsibility for giving all citizens a daily postal service 
(5 days a week) wherever they live in Sweden. Sweden Post has taken on these 
responsibilities in an agreement with government. This agreement will soou be 
renegociated. It is important to underline chat we can provide this postal service 
without any compensation from the Government. In the case of rhe couatei services 
there is a certain compensation for rural areas that do not cover costs. 

The choice of direction - deregulation and conversion of Sweden Post into a limited 
liability company - made a couple of years ago has opened up for opportunities for 
Sweden Post to rise to this challenge, and we have taken our chances. We have 
adopted four external strategies. 

Efficiency improvements. SEK 3 bn ( 460 million US dollars) has been saved in 
five years out of a turnover of around SEK 20 bn. (3-1 bn US dollars). 

Approximately 75 per cent of the work on improving efficiency has now been 
completed. 1/3 of post offices is outsourced. Out of the 500 biggest companies in 
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Europe Sweden Post is ranked as number three in profitability last year. The on- 
time delivery is 97 percent. 

IT as a friend. Through development of PostNet. among ocher projects, Sweden 
Post is today a market leader within the field of electronic messages and payments. 

Added value for the customer. By combining our range of services in 
adminisiradve processes and logistical systems, and by developing the postal outlets 
into what we can call " The best Eiend of the ordinary businessman", we can 
enhance the value to the customer of the services we offer. 

Internationalisarion. By meeting our international competitors aggressively, and 
by applying our knowledge abroad to best effect, we can enhance our earning 
capacity. 

These external strategies have been backed up by an intensive work on internal 
change, spanning everything from management systems and the breakdown of 
Sweden Post into 1300 small proflc centres thereby creating participation of all 
employees in the corporate planning process, to a build-up of enterprise culture 
around shared visions and values, and the development of leadership and 
proficiency. 

We believe that today we represent a national asset. This is sadly seldom said about 
all postal operators in the world. This hearing indicates that the intention of this 
congress is to guarantee that this will be said about the USPS in the days to come. 
This is contrary ro most European countries where governments seem to have 
reached the conclusion that their postal operator is incapable of surviving through 
his own e ffor t s ; indeed, the prevailing view is that they need the protectioti of a 
monopoly position. It is considered that the extra cost has to be borne by the 
customer. There are examples of countries who in order to retain the monopoly for 
the foreseeable future are prepared to pay a letter race ( excluding VAT) double to 
that accepted in Sweden. 

However, there ate no certain victories in the future - nor even for Sweden Post. 
Hard work and a forward -looking approach will be needed - and developments will 
have to go our way - if we are to succeed. 

If we continue to receive the right support, and are able to work under the same 
conditions as private - sector business, we believe that we will continue to be able to 
provide the whole of Sweden with a world-class postal service and continue to 
represent a national asset to our country. 

If I may conclude with some remarks on what experiences that can be drawn from 
Sweden and perhaps applied to the US chose would be as follows. I make those 
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comments bearing in mind that every country has its own hutory and own 
traditions that muse be respected. That is certainly the case in yuur great nation. 

The first step to be taken ought in my opinion to be to prepare USPS for 
competition. Thar could be done by changing USPS into a limited liability 
company. 

The second step, to be decided now but to take place in say five years time would be 
to deregulate the market and at the same time introduce a Postal Services Act. 

This act could be implemented by a new Postal Services Commission perhaps 
developed on the basis of the present Postal rate Commission. 

As a third step the USPS could be fully privatised by a sale of the shares. In Sweden 
that would be a controversial step. With the American traditions probably a 
necessary one. 

The basic question faced here is whether the postal services is a pan of the market 
economy where consumers demands are governing or whether it should be looked 
upon as part of a country's inAastructure - like highways - to be financed 
collectively. To me the answer is simple. To 95* the Posts are a pan of the market 
economy and should be run accordingly. 
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SWEDEN POST - 

nmix OPERATOR on|a deregulated market 

Breeoitation fay Mr Tonuny PenuHin, 

Senior Vice Praident, Sweden Poit 


Introduction 

It's a great pleasure fiir me toj be able to talk to this distingniahed audiaice today. The pleasure 
comes mostly from the ahig)!^ &ct tb«r I rqneacBt a country udiich has already implemented 
what tins coniereace aims to fust discuss, nameiy the Ubenlizatian of the Postal Services. What 
1 will say can be confiiaiag fin aevcnl of yon but die Reps towuds a deregulated maifcet have 
been taken without any iaige^ mqtetiance of deregulation. Neither from the government nor 
from Sweden Post. 


Some faeti about Sweden 


Let me just first put you into the Swedisb perfective as some of you migfat not be too &mai«r 
with this new membv of the European Union. 


Sweden is the eecondbiggeatlcountry in Europeifwe consider only the sur&ce. The (fistance 
from North to South is some 2000 km, which is spptmdiiiat^ the double of the corref onding 
distance in Germany orFmum. Or expressed in anodicr way; ifyoulay out the same distance 
from the south of Sweden an^ southwards you end up in Rome. 


If we consider die populatirml Sweden is on the contniy one of the smaller countries in 
Butope with lesa than 9 iinili<te;inhabitaBts. This means that die country is f aisely populated 
and you may have heard that Sweden is sometimes cilled die last leanaining wildemera of 
Europe. 


The two fiicts I have inentian|:d - the siie and the diinly fiend population - would of course in 
pimcf le make it difficult to rim an efficient poaml service. However, I will come back in a 
moment to show you that Sw^en Poat is tctualfy very saoceasfiil in doiag it def ite the 
obstacles. 
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vdiudi the govanment lug 
It has a nmiover of sh^itly 
handsom profit of 1.3 Irilfiaii 
eve^ty year during this 


Some facts about Sweden Ijost (IM) 

Just a few words about Sweden Post, in Swedidi Posten AB. Hus is the hniited coiif>any 


ted with t^enting the universal postal sendee in the countiy. 
'cr 20 bilhon SEK (2.7 biOian US$) md last year yieldad a 

(ISOtmllkm USS). hi fiict Sweden Post has been pn^Btafalc 


At the end of 1994 staff niuxdiered 45 000, down 8000 siace 1992 and down some IS 000 at 
the last five years. 


The business concept is to prmdde mformatian, goods transport and payment services all over 
die country and internationally ao that everybody is able to reach everybody. In Sweden, Posts 
and Telecoms were never coinbined in the seme administxation and they are now bofii Bmited 
congtanies. Payment services [within die Sweden Post Grotqi are provided by the Postal CBro, 
which is now also ofiBoally a bank. The fiict that we are able within the seme group to provide 
infinmation, logistics and payment services gives us s competitive advantage as banks do not 
provide transport aovices ana deliveiy eom pmia s do not operate banking services themselves 
Thereto we also provide the i^imomers with fiih retail bankhig services tfanni^ the branch net 
wmk. This is done in cooperation with another bank. 


A few wonts about mail Last year Sweden Post handled approximately 4.3 billion postal itenoss 
of all lands which meaiu some 500 hems per inhabitant per year wdiich I think is one of die 
highest figures in Eun^e. Ni^nnal first dess letters sre distiibnled ovennght all over this big 
country. The sysems are desired to do h to 100 % and the actual perfonoance is not fir 
away: the last few years it has been a stable 96 % on average, all connecdona taken into 
account. The prices have been under European average until just recently when VAT had to be 
put on top. The pared division wdth a turnover of 3 billion SEK (410 mUSS) has a maritet 
dure of 70%. The market defined as parcels with a weight of leas dun 35 kg. The pared 
diviaon is ssiee a year ago profitable afier years of losses. The girodiviBon transmits 50% of 
an payments in Sweden and hiss also been very profitable. The market share in letaQ banking is 
about 10%. 


I hope that this brief overview has given yon an in^ressian of both my country and my 
company. 

Thai I tum to recent events Ss regards postal hberafizstion. 


The five major postal reforms in Sweden 

In die last couple of years we|have seen a numbei of swelling reforms in the postal Add m 
Sweden. To start with I win just eive you the list: 

- the postal monopofy has hem completely abolished 

- a veiy fint Postal Services Act has been promulgated 

- the Post has been incotporajed as a Hmit ed conqiany under private law 

- VAT has been introduced on all posul prices except on export of goods 
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- the Postal Giro has lost its ptiviledge im payments to and from the govesninent. 

Those of you vAo have fbOovrad the cmiait ddtate on Eurc^ean postal poHcy will have noted 
that diese re&nrns go fin beyond vthat is conteoqtlated in most other European ctHumies. 

I will now comment <m each of these five points and finally say a few words about the 
experioices so fet. 


Abolition of the postal letter monopoly, 1 January 1993 

Sweden Po» had always had a monopaty on the handling and dehveiy of letters. This was of 
the type is common in jmost countries. Le. covering the regular transmission against a fee 
of sealed letters and of unsealed mail itema containing personal messagea. 

The last legal text concern^ the monopoly dated firom 1947 and waa jiiat becaiue of that no 
longer up-to-date. New piintmg methods and new ways of disirfeuting information, e.g by 
means of local and even international courier firms, had in feet eroded the monopoly. The Post 
furthennore did not pursue those who broke the law fiir corporate image reaaona 

The management of Sweden Post actively supported the abolition of the monopoly mainly fer 
image reasons, hi jhet the pubUc perception of the Post is a State monopoly negative^ 
influenced our relations to cumomers and that also in fields where the Post did not qpexate 
with monopoly protecdon, such as in parcels and banldng services. 

The Govemment was of the ^ame opinion and finthermorc came under some pressure at the 
beginni^ of the 1990s as a pjrivate company suited a letter delivay service in Stockholm. 
According to the letter of the monopoly law the activity of this company was illegal and 
subject to public prosecution But the company claimed that hs activity waa legal because what 
they handled, nainely computer-produced letters, did not exist in 1947 when the last legal text 
was drafted. 

In order to get i baais fer talking a decision about fee monopoly the Goveromeat ordered an 
independent canauhancy study to be carried out. B was undertaken by fee internationally wdl- 
known firm of McKins^ an(i Company. This study feowed that the Post on the one hand has 
to cany extra cost fi>r defiveiing ™il all ova fee country and some costs of a social character. 
On fee ofea hand the Post mu constderable advantages of scale and so^e because of being 
the only conqiany able to ddh'ererveiywedcday to every address in fee country. 

The Government thou^t feat there was no reason to wait fer the complete package of reforms 
and decided to go for deregulation without corntributing Sweden Post for fee mentioned extra 
cost Futfeer on the dereguUtion was a feet some time before a postal service net was 
estabhfeed. 


IwiB come back later to fee jcfiects of the abolition offeemcmopoly but I wouldlikero adda 
commoit to fee correspondiu discuasion in fee European context. 


fit our view fee Postal Green Paper and fee subsequoit announcenmnts fiom fee Commission 
have a big Mack hole. In feew papers it has more or less been taken finr granted feat fee 
universal sovice entaila some cosu for which fee operator baa to be confiensated. Ifowever 
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no calculation of these extra cjosts has been made - or at least not published - and the wtnse is 
thtt no mention whatsoever has been made of the income side, dial is what I just said about 
our case, dtat there are e.g. abvantages of scale and scope on which it is possible to put a price 
tag. hi this particular case I thSnk that we tend to agree with some of the third-party conmients 
made in the Greao Paper proejess that it has not been demonstrated that a post^ monopoly is 
economical^ justified. 

As mentioned Sweden Post gjets no contribntton for the extra costs for natianwide distifoution 
of letters. However Sweden 1^« has taken on the tadi of providh^ the country wWi daily 
(S days a week) and nationwide counter services, hi a eextain agreement widt the Government 
Sweden Post gets a contribnoon carreqioiidiiig to 3% of the total cos fiar dm counter 
services. This amount is yea^ negotiated. 

1 now have to quickly go on to the next subject which is the Postal Services Act. 


Postal Services Act (1 March 1994) 

In Sweden we have actually never had any postal law. The few dlings which dining some 
periods required legal protection, such as the monopoly provisions, were in fiict enacted in 
legal mstruments of a lower aatus than an actual law. 

When the postal market was jconqiletely liberalized it however became necessary to regulate 
some basic aspects of this m^ket in a tpeciallaw. As s diArence to the postal laws in other 
countries, our new Postal SeUices Act does not apply only to die public operator but to the 
entire postal market, including also possible privste oporators. 

Ahhongh this Act is very shdrt, in &ct only some 4 pages of printed text, I have not got time 
here to comment in detail oniit I will just maition a few intereating fiicts. 

The most ingenious feature ^f the Act is its opening paragrqih by whidi die Parliament, the 
law-making body, puts the burden on the Govenunent, the executive branch of the State, to 
see to it that there is a good jpostal service in the country. This gives the Govenunent an 
untimit ed fiuedom to contract with any company on the maifcet which is able to provide a 
postal service. 

The only condition attadied|to this obligation is that the Act defines the fimits of die univetsal 
service, by the way quite siti^ly in the same way as the UPU, le. letters up to 2 kg and parcdls 
iqi to 20 kg. 

The Ifostal Services Act fitt^ennore lays the baas fiiT a aqiavisory authothywhidihaathe 
tad: of moaitoting the qipli|;ation of the Act and to intervene in case of anomalies. Hns botfy 
is now in opentioii, the National Swedish Poa and Tdecom Agency. Also in this napect 
Sweden has gone finther thm required by the Green Pqier, ie. that we have bodt separated 
the cqierator from the reguluor and fiirthermore separated the two governmental fimedans of 
bemg die owner of the mail operaor and die regulator of the market in two separate bodies. 
The owner function is perfmmed by a special section of the hfinistry of Tnnspat and 
Communicstions. 

Operators which intend to Start dcliveriiig letters have to register with this Agency but there is 
no need fiir formal authorizktion or conceasioii. 
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Hie Agane^ lu« talcaeL over tbioe udu of • poUic nitlioiity duracter both from the Pont (auch 
u qpeoing ofimdelivenUe lettefs) md from the Oovenumt, nam^ to be the ogontoiy of 
intemntiminl intergovennnBntil treetien in the poatnlfidd 

FhuBy 1 would Hke to mentit^ frut die PocUl Senvioan Act uyt about podage Kampa that 
lucfa gtitnpa deai^ied accord ng to the UPU Convendcn can onfy be iaaued by die operator 
which has been ^qiointed by the Govenmieat to fidfiB its obHgaricnui accoidiiig to the UPU 
Acts. &i£recdythithowevoc means dial all odier operators are free to issue stanips widi 
aoothcxtjipe of desaga if frtcy need to use this meaBsofprspsymeBtofthepi^c^their 
services. The same goes for ]nttingiq>mait'ba»smpid>iic places. In practice no private 
opoator has as &r as I know{ made use of these possdrililies. 


SwcdcD Post (Ltd) - (1 Bdaach 1994) 

M coirparsison with the abolition of the monopoly and the change of the legal situation, die 
transfrumation of the status of Sweden Post a commeroial state enteprise to a normal 

hmitcd company was not that dramatic. Or diould at least not have been. 

hi our case the ionna] change of status just represented die final Rep in a long developmait 
which took place mainly in dm 1980s. The PoR and odier state enterprises with the same Ratos 
werc in fiict during this period gradually granted more and freedom of action in areas such ss 
fixing prices and making invelscments. 

Indie case of the PoR we in jSict bought >11 our asieu from the State in the middle of the 
1980s and tt the same time vm were andiorized to decade i^on and finance aD investments 
ourselves. Also the tight to sR prices wssgradusIlyeKtmded and in the IsRfiaw years all 
power of decision in that area was within the atterptise, mbieot only to a limited price-cq>. 

The reason why the managetneat of the PoR and the Government wanted nevertheleasto take 
the laR Rep to the status of unHied oompany was very brietSy that m order to create the level 
playnig field required m a mancet with several actors the PoR had to have the same poaailBlities 
and restrictions as piivRe competitoTs. This concenu e.g. the condhions for paying conqiany 
tax tnd frir concluding collective labour cimtTacts with enqiioyees. 

It was also noted that moR niajor cuRomerg are linnted companiea which in ftet prefer to deal 
whh other limited conpanies and feel nncomfertable concluding agreements widi a state 
enterprise with a particular la|gal status. 

So, bsticslly there would not! be snyproblemtotske that final st^. However, I menthmed R 
the beginning of niy presenta ion in the laR few yean Sweden PoR has had to slim its 

organization by thousands of eoployees La. bocanse of diarply decreasing viriumes of 
tranaactiona « poR oflSce co mten and of better woridngprocedntea in genmal, inchiding 
tnereaaed mechanization. TU sled to a general belief among our atafif ami also m some political 
dreles tiist tike incoiporation itself was the root of an the erviL 

For tint lesson thme voa a b: g mtemal and public debate about the proposal to Parfiament to 
iiGatporate the PoR and the OMiaion was finally taken whh a rather Rim margin in fevour. 
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1 have so &r del3>eratefyiue«!^the word incoipontioD because as the State retans all the sham 
m die con^aay there is no piarttiiMtioo in the real ”»"c of the word. Ihe Government thus 
qipoints the Board of Sweden Post and the Board apponds the Present and Chief Executive. 

Fina% under this headinji I wtouH like to nusttion etpecialiyfiirdiase who dnnk about 
incorporation that there are three very cnuciai tttffiniiltiM from a ftiancial point of view: 

- firstly the question about acbnimg your own assets which I mentioned a while ago and in 

udneh respect we were Iud:y becauae we had already many years bou|ht our sssets 

- secondly the question sboutihow to finsnoe your pensian cuiiiinitiiicsits. hi fitis respect our 
poodon was bad as we had always onl^ paid pensions to retired employees but not constituted 
any poisian fimd fiir fiiture ptesion commitinents. We expected the Government to fimd fiteie 
earlier comantments but in ^ end it was not wiSiiig to do so. hisiead we will not be expected 
to pay any dividend on the SMe's dures in the conqrany until a su ffie jen t capital base has bc«n 
bnih iqi again. 

- thirdly the agreement with the Government about the i^jonal and social tervices .Le. daily 
and nationwide distribution of letters and daily and nationwide counter services. 

Agreements between the Gbvemment and Sweden Post 

As I said when I talked about the Postal Services Act the Government is in ptmc^le fi'ee to 
contract any postal tqiexator |fi)r the univertal postal service which it is obliged Pailiament to 
provide. However, at least now when this option had to be sppUed fi>r the £nt tinie the 
Govenunent of course in practice had very little choice as there was only one operator able to 
serve the entire country withihigh-quslity postal services. 

The fiict that the Gavenimien|l realized that it was also the *a>^ owner of that particular 
company may also have he^ od it taking the decision . 

But more seriously, there w< re negodations about fite agreenunt to be signed and the first 
agreement is onfyvaiid fin a limited peiiod, ie. iq> to the end of 1996, thus less fiian 3 years. 
After that fine Govemmem his the posdhil^ to reassess file titnation and in prin^le dso to 
BppoinI another or several o^er operators. 

I cannot go into the details of this first agreement but I just mentian some of the stpects k 
covers: 

- the Post accqits to provide a universal mail service wifironl any compensation fiom the 
Oovemmeat. This includes the ddrveiy of newqiqieis, at present pezfimned at prices under 
cost 

. the universal service is de^ed on the baas of the Postal Services Act md wifii fiiitfaer 
apecificstioiis m regards e.gj the numb er of days per week deliveries have to take place, the 
quihty of service (although not exactly defined) and the princ^les fin ptiemg of various 
categories of mail items (inckiiding an index-type price cap fiir individiial tetters} 

- the Post is also to provide p counter service all over the country, with the coirpensation fi'om 
the Government mentioned above. 
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ApfrfieatioB of Valne Addcb Tax, VAT (1 March 1994) 

European coostzki aonoal^ do not i^ply VAT onpiicoafbrpoitdiervicei. Asn^gardaihe 
EU mendira' coumiies this isjbaaed on the 6th EC VAT Directive v^li»di e»aq>ta'Boiiicdiiiig 
lAhich is called “public postal services* from VAT. 

In Sweden's case, it was quitb natural in the new iitnation snth aevetal openton competing on 
die same market that one of thom oonld not be exenipt uAile the others had to charge VAT. 
This would have beoi agarast all principles of&ir coo^petitian whkhwe bydie wayhave 
amduined at a new law (RiccUpAitkmudiiGh has been copied &oin die Treaty of Kome. I 
might also add that when we^intradiiGed VAT we had expected some pidilic debate about the 
price in cr ease but actual^ almost no reacdon came. Apparently the Suwdidi public is so 
acaratoiaed to VATbemg ^l^to ahnott all gooda and services that they firaod h logw and 
acceptable. 

In order to find out how thisjcould congiiy with the VAT Dnecdve, the Swedidi Oovenunent 
aou^t darifioation firom Bnunds and got the answer that VAT in our case, operatiag as a 
congiany under private law, ffid not &n under die nryderioas ceai cq i t of '^niblic pomal 
aervices" but that we had to ippfy VAT. 

At the same time we also sgijaed with our tax snthoiities about the definitiou of a poatage 
atang). According once again to the VAT Directive VAT cannot be charged on acane ‘hneana 
of payment* , including atampa This is basicaBy a miamidaratandmg aa poatage mampB have 
never had the aamefimctumu legal tender tm whidk dns regulatkui ia understendable. We 
aowconaider atangia aa a teoe^ finr prepayment of a poatal aeivioe end as andi it iapoaa3>le 
to durge VAT at the mamem the stamp iiboo^. 

Our view, which we ate gonig to fiiOow up in our finuie coanfimtians to the discoseiim about 
the Eurppcu poatal policy, that the 6di Directive is out-dated on both these poinla, creates 
market diatortioiis end has to be amended udiea it anyway win come iqt fiir revision in the next 
finure. 


Competition on payments to and Iram the Government (1 July 1994) 

I win not say very miidi abom dua issue as it is of a more naticnal character. 

The Postal Giro service mu w Sweden Post has had a firroured position as regards these 
payments, taxes, VAT, pennons etc, md the interest on the flost of sudi money has 
contributed to tte profit oftte Post and dmsto aqipoit the iiatiim-wide post office network 
thnnigh which many of tliea^ paynMits have boon made. 

These piiviledges Inve been Icemoved md an banks and other finencaal msdtndons may now 
compete for this buaineta. A^ the Postal Giro is the nonml means ofpsymmt in Sw«dm it 
ke^s its voy strong poahrcA and is atm the maau pigment disnnd. also fiir paymoBts to and 
fiomdie Government. 
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At the sune time the Postal jGiro service has beat mcofporated as a hnAed cootpany under 
bank law and is now able to operate on more general tenns but there are restrictknuL Ihe 
Postal Giro is not allowed, a^rding to the con^amy act, to deal with mediom or hm^enn 
financing. Nrather is the devkopment to a fiiOy aasorted retail bank allowed. Ihe strategy is to 
keep the Postal Giro Bank at a Payment service institutiaiL 


Experi«ncct so far 

Of course it is yet too early to draw any firm conchisons about’the e%cts of the five reforms I 
have been talking drout. The incorporation is only some 16 months back but the monopoly hss 
been gone almost two years t^ch may make at Irast aome comnMnts possible. 

There are at present only three corr^anies registered as operating letter services or condrined 
letter and parcel services. One of them is of course Sweden Post, file second is the company 
which I have mentioned befii^ -whidh delivcTS cotrqnitor-prodiiced letters in the Stockholm city 
regum tnd the third is a conmany which has a big maficet share in the deliveiy of unaddressed 
printed matter but which mi^t diversify into addressed mail in the future. 

In Stockholm City conqtetitim has tried to expand since their activity is now fiiUy legal That 
has forced Sweden Post to a jnew pricing strategy in Stocldiolm within the business segment of 
the market. The price-fyU in fiiose segments in Stocldiolm is estimated at approx. 7%. The 
competition has also created Isn extra stimulus for improved effcctivoieBS. In this reject the 
competition has been positive. However the main conqintitor vent banknmt during the qiiing. 
Under pressure from the National Swedish Post and Telecom Agency Sweden Post bought the 
75% of the company. We todky run it as a conqilctcly aqiarate conipany in order to restructure 
it. In the meantime a taskform ^'vith rqpresentives from the maiket actors and authorities 
discuss a poHcy for the long ferm structure of the market. 

The conduaioa is of course that as long as you keq> m> your quality and to some extent react 
on the market prices, then H is very hard for a newcomer with restricted services to oicceed 
even if the prices are very low. 

The competition for the Postk Giro has increased heavdy. Due to an outstanding paymoit 
service product we have howm'er only lost one larger customer (one county ad mini gt i ilion) 
smee the monopoly on Govanment payments was ibohshed. The profitabihly has dropped 
somevihat due to the eflhct o^ margins caused by the conqietition. 

Aemail fiom Swedish senders has increased as this is now a conqiletdy legal activity but it 
mi ght have grown as mudh anyway as we postal operators have still not got our internal 
compensation systems in orda and continue to make price iibitiBge 
posrihle. 

We have some indications first otho' operators are interested in doing somMliing tm file 
Swedifii market, is. a fow of me tradztional partner Posts in Europe and the main mteioational 
ntegntotS-This is a problem 'Miich we will have to foce in the future; how to be at the same 
time panners and conqiBtitora. 
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Fuitlier on we have to accept khat we are no longer protected fiom aciutiiiy fiom media and as 
a conaeqaence of this type of jnibHcity there has also been an increase in reactions fiom our 
own staff in the press. 

A positive conaeqaence is that we have noted that new cat^ories of petqile have taken tqi an 
htterest in joining our sta£^ huparticalar nnivetsity gradnates which we eaefier had difficulties 
to attract, hi a recent case we advertized for 2S traineea and got some 1900 candidates ^tich 
meant that the ones we teemned were extre m ely qualified. 


Condusion 

We are aware of the Act the two northernmost newcommers to the European thiian • Finland 
and Sweden which are in apploatmatety the same aituatian - attract some attention fiom fire 
rest of the world as regards tke extern to vdudt we have already liberafized our postal madteta 
I have ntyself heard reactiond varying fiom pure admiratioo became we dare to conduct this 
full-scale erqieriment to comments that we nnist be complete fools. 

The truth certainty Hes somehhen in between. What I can assure ymi is that it has bear an 
extremely interesting piocea^ in which we sometimes have had to find sohitiona to proUems 
which no one had even tried to solve befiire. 

I am sure that this presentatibn does not give you all the hkformatum you would like to hove 
but 1 am of course at your d^oaal if you want to put questions either afier this section of die 
confidence or quite normally during breaka today and tomorrow. 
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A LOOK AT OTHER COUNTRIES' POSTAL REFORM EFFORTS 

SUMMARY OF STATEMENT BY 
MICHAEL E. MOTLEY 

ASSOCIATE DIRECTOR, GOVERNMENT BUSINESS 
OPERATIONS ISSUES 

Various parties have called for fundamental changes in the laws 
and regulations governing the U.S. Postal Service. GAO believes 
that three areas- -universal service, the mail monopoly, and 
ratemaking- -will be among the most challenging for the Congress 
to address in any future reform of the U.S. Postal Service. 

In the past decade, a number of other countries have restructured 
postal administrations from entities subject to close 
governmental control to entities still owned by the government, 
but subject to less governmental control. GAO looked at postal 
reform efforts of eight other countries: Australia, Canada, 
France. Germany, the Netherlands, New Zealand, Sweden, and the 
United Kingdom. The U.S. Postal Service is much larger, having 
at least seven times the mail volume, chan any of the eight. 

Even so, other countries' experiences in giving postal 
administrations greater commercial freedom are relevant to 
current reform issues in the United States . 

After reforms' of other postal administrations, many of them have 
reported significant improvements in financial performance. In 
all of the other eight countries, the postal administrations 
provided certain services widely to their citizens and at uniform 
rates before reform and continued to provide them following 
reform. In some countries, changes in universal service 
practices, such as access to post office services, have been 
controversial. For example, after its reform, the New Zealand 
Post increased a delivery fee for rural service; this decision 
proved unpopular and the fee was eliminated in 1995. 

All but one (Sweden) of the eight countries have monopolies over 
some letter mail. In Sweden, full competition for all postal 
services has been allowed since January 1994. Some of the other 
countries narrowed the scope of the monopoly following postal 
reform. For example, in Australia, the monopoly price threshold 
was reduced in 1994 from 10 times the basic stamp price to 4 
times the price. In contrast to the United States, none of the 
eight countries give postal administrations exclusive access to 
the mail box. 

Postal administrations in the other eight countries have greater 
freedom than the U. S. Postal Service to set postal rates. For 
example, in New Zealand, the postal administration is free to set 
prices except for standard letters which are subject to a price 
cap of the country's Consumer Price index minus one percent. In 
Canada, only certain rates, mainly those for letter mail and some 
publications, must be approved by the Canadian government. 



150 


Chairman Scevens, Chairman McHugh, and Members of the 
Subcommittees : 

We appreciate the opportunity to participate in this hearing on how 
the reform experiences of other countries' postal administrations 
may relate to ideas and proposals for reform of the O.S. Postal 
Service. We will discuss experiences of other postal 
administrations chat are particularly relevant to any future 
decisions by Congress affecting (1) public service obligations, 
such as universal service and uniform rates; (2) the postal 
monopoly; and (3) regulation of postal prices. 

My testimony is based primarily on our past and ongoing work 
relating to the responsibility of the U.S. Postal Service to 
provide uniform service to all communities in an increasingly 
competitive postal environment, as well as on issues involving the 
postal monopoly and postal race setting in this country. We have 
also done limited work on other countries’ postal administrations. 
To dace, we have focused most of our attention on Canada Post. 
Canada's experience is especially relevant because of its proximity 
to Che United States and its similarities in geographic size, 
business environment, and market-oriented economic systems. I 
will also refer to postal administrations in seven other countries 
on which we obtained data: Australia, France, Germany, the 
Netherlands, New Zealand, Sweden, and the United Kingdom. These 
countries, along with Canada, have been described by Price 


1 
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Wacerhouse in a recent study as among rhe most “progressive postal 
administrations," and most of them have undergone reforms that 
changed their structure and operations in the past decade. Our 
testimony relating to other countries' experiences is based 
primarily on that study as well as data readily available from the 
other countries' postal administrations. 

While we believe that the overall experiences of other countries' 
postal administrations are relevant to the current discussions of 
postal reform in the United States, meaningful comparisons of the 
specific operational practices followed and performance results can 
be difficult. Compared to each of the eight other postal 
administrations, the U.S. Postal Service's has at least seven times 
the mail volume, and at least twice the number of employees. All 
eight postal services combined have only one-half of the U.S. 

Postal Service mail volume, and just slightly more than the total 
number of its employees. The U.S. Postal Service handled about 180 
billion pieces of mail in fiscal year 1995 and had over 850,000 
employees in December 1995. By comparison, Csuiada Post has about 6 
percent of the U.S. Postal Service's mail volume and about 6 
percent of its number of employees. I have appended to my 
statement two graphics that illustrate the differences in mail 
volume and employment between the U.S. Postal Service and the other 
eight postal administrations. 

l''A Strategic Review of Progressive Postal Administrations: 
Competition, Commercialization, and Deregulation” (Price 
Waterhouse LLP, February 1995) . 

2 
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OTHER COCNTRISS' EXPERIENCES ARE RELSVAX'? 

TO POSTAL REFORM IN THE UNITED STATES 

Notwithstanding the differences in workforce size and mail volume, 
other countries' experiences with granting their postal 
administrations greater commercial freedom are relevant to current 
consideration for granting such freedom in the United States. For 
example, in 1992, we issued a report^ describing how the 
competition from both private firms and electronic communication, 
particularly in the expediced-service mail and package-delivery 
markets, may create Che need for statutory changes. Similarly, 
according to Price Waterhouse's February 1995 report, while many 
factors are driving postal reform in other countries, t he increa se 
in competition in the delivery and communications markets has, 
above all else, driven the changes. 

Various parties, including some Members of Congress and the 
Postmaster General, have called for fundamental changes in the laws 
and regulations governing the U.S. Postal Service. The Postmaster 
General has said that Che Postal Service needs greater freedom to 
set postage rates, manage the postal workforce, and introduce new 
products and services. Private delivery firms and U.S. mailers say 
they want more freedom to deliver letters now protected by the 
statutory monopoly. In recent hearings. Congress has been 


2 U.S. Postal Service: Pricing Postal Services in a Competitive 
Environment (GAO/GGD-92-49, Mar. 25, 1992). 
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presented with many ideas and some specittc proposals for reformthg 
and privatizing the Postal Service. 

The 1970 Postal Reorganization Act, which created the U.S. Postal 
Service, was the roost recent major change to the laws governing the 
structure and operation of the postal administration in the United 
States. Major change has occurred more recently for some foreign 
postal administrations. In the past decade, a number of other 
countries have restructured postal administrations from entities 
subject to close governmental control to entities that are still 
owned by the government, but with less governmental control over 
day-to-day practices. For example, in 1981 Canada established the 
Canada Post Corporation, an entity owned by the Canadian government 
but freed from many government regulations. Reform of postal 
administrations also took place in New Zealand in 1907, in 
Australia and the Netherlands in 1989, in France in 1991, in Sweden 
in 1994, and in Germany in 1995. 

Following these reforms, postal administrations in many of Chesqf 
countries reported significant improvements in financial 
performance and service delivery. We will not discuss their 
performance or the effects of postal reform. However, I will 
highlight a key common feature- -universal service--of the U.S. and 
other postal administrations after reform. I will also highlight 
variances in the characteristics of their monopolies and their 
ability to set postal prices. We believe that these three area^f>^ 


4 



154 


ur.:-.-ersa: service, the marl mor.opoi'/, ar.d rateniaking--will be aitor.g 
the most challenging for Congress to address in any future reform 
of the U.S. Postal Service. 

U13IVERSAL SERVICE REMAINS A CQMMOM GOAL 
^h<C»MG OTHER POSTAL ADMINISTRATIONS 

The primary mission of Che U.S. Postal Service, as it now exists in 
law, is to provide mail delivery service Co persons in all 
communities and access to the mail system through post offices and 
other means. The rate for First Class mail. i.e. letters "sealed 
against inspection", must be uniform for delivery anywhere in the 
U.S. The U.S. Postal Service generally offers delivery to both 
urban and rural addresses six days a week. Any consideration of 
reforming the U.S. Postal Service will require a careful review of, 
and no doubt much debate on, how the current universal service 
mandate will be affected. 

In all of the other eight countries, the postal administrations 
provided certain services widely to their citizens and at uniform 
rates before reform and continued to provide them following reform. 
However, the definition of universal mail service varies somewhat 
from country to country. Some of the countries provided the same 
level of service for urban and rural customers, while some others 
had different service standards for urban and rural areas. For 
example, although Canada Post is required by law to maintain 
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service that meets the needs of Canadian citizens, the service oni'/' 
needs to be similar for conanunities of the same size. Canadian 
citizens in very remote areas in the far north may receive mail 
delivery less frequently each week than those in some other areas 
of Canada . 

In some countries, changes in universal service practices, 
involving such areas as the frequency of delivery and access to 
post office services, have been controversial. For example, in New 
Zealand, citizens in rural communities were upset when they learned 
New Zealand Post wanted to discontinue delivery services to rural 
addresses. The Post then increased a longstemding rural delivery 
fee for service, paid by the addressee; this decision proved 
unpopular, and Che fee was eliminated in 1995.* There continues to 
be no rural delivery fee in New Zealand. 

'I^ccessibilicy Co postal services, which includes maintenzuice of 
local post offices in the United States, is also part of the public 
service obligation of postal administrations in some other 
countries. The U S. Postal Service must follow strict legal 
criteria in determining whether to close post offices. In New 
Zealand, the postal administration has negotiated a written 
agreement with Che government that specifies the minimum number of 
postal retail outlets. In the Netherlands, Dutch law specifies 


3New Zealand Post estimated the 1-year cost of eliminating the 
rural delivery fee at between $7 and $8 million (NZ dollars) . 
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requiretner-tis regarding the densrry of post offices in urban 
■and rural areas. 

Five of the eight countries' postal administrations differ from the 
U.S. Postal Service in that a majority of their postal retail 
outlets are privately owned and operated, according to the February 
1995 Price Waterhouse report. This group includes Australia, 
Canada, the Netherlands, New Zealand, and the United Kingdom. 

Except for the French postal administration, all of the eight 
foreign postal administrations have some form of franchising policy 
for postal retail services. 

Like the U.S. Postal Service, other postal administrations have 
also continued to provide certain subsidized services. For 
example, in Canada, the government compensates Canada Post for 
providing subsidized rates for publications, parliamentary mail, 
and literature for the blind. In Sweden, the government subsidized 
certain services, such as free delivery of literature to the blind, 
while the postal service subsidizes the distribution of certain 
newspapers and provides discounts on association letters . 

We plan to issue a report shortly on the U.S. Postal Service's role 
in the international mail market, including issues that have been 
raised by both the U.S. Postal Service and its major con^jetitors, 
such as Federal Express and DHL Airways. The Postal Service 
participates in the Universal Postal Union, a specialized agency of 
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Che United Nations chat governs international postal services. Its 
basic purpose is to help postal administrations fulfill statutory 
universal service obligations on an international level. A total 
of 189 Universal Postal Union member countries have agreed to 
accept mail from each ocher and to deliver the international mail 
CO its final destination. 

THE SCOPE OF POSTAL MONOPOLIES VARIES 

The Postal Service has said chat current universal service 
obligations and related public service mandates can only be met if 
its markets continue to be statutorily protected by the Private 
Express Statutes that provide the Service with a monopoly over 
letter mail. We plan to issue a report in the coming months Chat 
discusses the Postal Service's monopoly in detail, including the 
growth since 1970 of private delivery firms that are competing ^uld 
will likely compete more strongly in the future for some of the 
Service's First-Class, Priority, and Third-Class mail. 

The postal monopoly is defined differently and varies widely in 
scope among the eight foreign postal administrations. In this 
country, the letter mail monopoly helps ensure Chat the Postal 
Service has sufficient revenues to carry out public service 
mandates, including universal service. The U.S. postal monopoly 
covers all letter mail, with some key regulatory exceptions being 
"extremely urgent" letters (generally next-day delivery) and 
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oucbour.d international letters. Postal Service data indicated 
chat, in fiscal year 1995, at least 80 percent of Che Postal 
Service's total mail volume was covered by the postal monopoly. 

All but one (Sweden) of Che eight countries' postal administrations 
have monopolies over some aspects of the letter mail. Generally, 
the letter monopolies in other countries are defined according to 
price, weight, urgency of delivery, or a combination of these 
factors.’ For example, in Canada, Che postal monopoly covers 
letters, with a statutory exclusion for "urgent” letters 
transmitted by a messenger for a fee that is at least three times 
Canada's regular race of postage. In Germany, the monopoly covers 
letters priced up to 10 times German's standard letter rate. The 
postal monopoly in France covers letters and those parcels weighing 
less than 1 kilogram (2.2 pounds). In the United Kingdom, the 
monopoly is defined by price, covering those letters and parcels 
with postage up to one British pound. 

Australia and New Zealand narrowed the scope of their postal 
monopolies after reform. For example, in Australia, the monopoly 
price threshold was reduced in 1994 from 10 times the basic stamp 
price to 4 times the price. Ocher changes were also made, such as 
reducing the weight threshold from 500 grams to 250 grams and the 
excluding of outbound international mail. Australia Post reported 


4There are various exclusions to the postal monopoly in each 
country . 
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in i-s 1994 annual report that these changes "will reduce the 
proportion of total business revenue from reserved services from 
around 60 percent to about 50 percent." It now receives a majority 
of its revenues from services open to competition. Australia plans 
a review of the remaining postal monopoly during 1996-1997. In New 
Zealand, the monopoly price threshold was reduced in phases over 3 
years, and the government announced in November 1994 that it would 
introduce legislation to completely deregulate the postal market. 
While no final decision has been made. New Zealand Post officials 
said last year that they had shaped their business plans to expect 
an open, competitive environment. 

Sweden has eliminated its postal monopoijty. Full competition for 
all postal and courier services, including the delivery of letters 
and parcels, has been allowed in Sweden since January 1, 1994. 

Sweden Post officials told us that its monopoly offered little 
protection of postal revenue and enforcement was not cost- 
effective. The Swedish government, not the postal administration, 
has the obligation to provide universal mail service.* 

The U.S. Postal Service and some other postal administrations have 
made efforts to enforce their postal monopoly. The U.S. postal 
monopoly has proved difficult to enforce for a number of reasons, 
including objections by both mailers and competitors to the Postal 

5The Swedish government currently contracts exclusively with Sweden 
Post to provide universal service but may extend this arrangement 
to other competitors if they achieve sufficient scope. 
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Service's audics ar.d ocher er^forcemenc accior.s. We were inforned 
by Canada Post officials chat Canada Post also finds its monopoly 
difficult CO enforce. They said that while Canada Post has taken 
legal action against major violators of its postal monopoly, it 
prefers to use ocher means of persuasion to get violators to comply 
with Che law. 

Enforcement problems can also be related Co the way the postal 
monopoly is defined. For example, in France, an exclusion limits 
the letter mail postal monopoly to private correspondences. Since 
letters are sealed against inspection, thus making it impossible to 
determine whether they are private correspondences, enforcement is 
difficult , 

Finally, a monopoly on mail box access in Che United States is 
related to the Postal Service monopoly on delivery of letter mail. 
By law, mail box access is restricted to the Postal Service. In 
contrast, none of the eight countries we reviewed have laws that 
give their postal administrations exclusive access Co Che mail 
box.® 


6There may be certain types of limited access to mail boxes in some 
countries. For example, in Canada, if Canada Post owns the 
mailbox, it is locked, and thus only Canada Post has access to it. 
This also applies to some centralized apartment mail boxes in 
secure buildings. 
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pnc^AL ASMINISTP.^TIQMg TN SOME COUNTPIES 

HAVE BEEN GIVEN GREATER FREEDOM TO SET PCST^^L RATES 

We issued a report late last year on postal ratemaking,’ which^ 
updated our 1992 report, saying that, if the Postal Service is to 
be more competitive, it will need more flexibility in setting 
postal races. In our opinion, legislative changes to the 1970 
Act's rateraaking provisions may be necessary in order to give the 
Postal Service greater flexibility in setting rates. In our 1992 
report, we said that Congress should reexamine the 1970 Act to (1) 
determine whether volume discounting by the Postal Service would be 
considered a discriminatory pricing policy and (2) clarify Che 
extent to which demand pricing should be considered in postal 
ratemaking. In our latest report, we reiterated these points and 
also discussed alternatives which Congress could consider for 
improving the ratemaking process. 

Postal administrations in the other eight countries appear to have 
greater freedom to establish and change postal rates than does the 
U.S. Postal Service. In Canada, only certain rates, mainly those 
for full price letter mail and the mailing of publications at 
government-subsidized rates, must be approved by the Canadian 
government. In addition, rate proposals are not subject to an 
independent regulatory body as they are in the United States . In 


7 U.S Postal Service: Postal Ratemakino in Need of Change (GAO/GGD- 
96-8. Nov 15, 1995), 


12 




162 


Canada, inneresced parties have an opportunity to provide 
information, but the rate-setting process is not public, and 
parties do not have access to costing data or other information 
underlying postal races . 

In Sweden, the postal administration is free to set all prices 
except for the standard domestic letter; the government and the 
postal administration have agreed to a price cap on the domestic 
letter rate equal to the standard consumer rate of inflation. 
Similarly, in New Zealand, the postal administration is free to set 
prices except for standard letters, which are subject to a price 
cap of the country's Consumer Price index minus one percent. 

The Australian postal administration sets its own prices. The 
government can "disapprove" of the basic postage rate proposed by 
Australia Post, In addition, Australia Post must notify an 
independent authority of proposed increases in the prices of 
monopoly services. The authority has only an advisory role and in 
the past has instituted inquiries into proposed increases lasting 
up to 3 months . 


Finally, while we have focused on three complex and interrelated 
issues of universal mail service, the postal monopoly, and postal 
rate setting, there are other issues that will also require 
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reexamination in any future reform initiative. These include, but 
are not limited to, the quality of the Postal Service's labor 
relations. We previously reported" that Congress may need to 
reconsider the collective bargaining provisions of the 1970 Act if 
the Postal Service and its major employee organizations are unable 
to resolve some long-standing problems. As the Congress continues 
its deliberations on postal reform, we believe that it is important 
to examine the interrelationships of these issues and how changes 
addressing them may affect postal operations and related services 
to the American public and business. 

This concludes my prepared statement. I would be happy to respond 
to your questions. 


8 U.S. Postal Service: Labor-Management Problems Persist on the 
Workroom Floor {GAO/GGD-94-201 A and B, Sept. 29, 1994) . 
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Figure 1: Mail Volume for U.S. Postal Service and Postal Services 
in Eight Ocher Councries 


200 

1M 

ISO 

140 

120 

100 

•0 

so 

40 

20 

0 


Annuai mati vcAjmw (Miliena ol 





Source; U.S. Postal Service, foreign postal administrations, 
February 1995 Price Waterhouse report: A Strategic Review of 
Progressive Postal Administrations. 
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Mr. Chairmen and Members of the Subcommittees: 

I am grateful for the opportunity to participate in this hearing on the experiences of 
foreign countries in reforming their postal systems. My name is James A. Waddell, 
and I am a partner with Price Waterhouse LLP. Since 1982 1 have participated in a 
variety of consulting assignments for the United States Postal Service, primarily in 
the areas of cost analysis, strategic assessment, and delivery performance. I have 
testified before the Postal Rate Commission regarding the Postal Service's requests 
for rate changes in three different proceedings. Over the last ten years I have been 
very actively involved in planning and implementing privatization activities around 
the world, and since 1991 have served as Executive Director of Price Waterhouse's 
International Privatization Group. With me today is David E. Treworgy, a Principal 
Consultant with Price Waterhouse. David has focused on consulting assignments 
for the Postal Senrice since 1988. He was the lead investigator on a number of 
projects that are relevant to today's hearing, including the report we issued in 
February 1995, entitled ‘A Strategic Review of Progressive Postal Administrations: 
Competition, Commercialization, and Deregulation.' That report forms the basis for 
our testimony today. A more complete statement of our qualifications is attached to 
this statement. 

Twrenty-five years ago, at the time the Postal Reorganization Act of 1970 was 
passed, the United States was on the cutting edge of postal organization and 
regulatory oversight. Since that time substantial changes have occurred in the 
market for postal services. Traditional competitors, such as the United Parcel 
Service (UPS), Federal Express, and DHL, have proliferated, and new forms of 
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electronic competition through facsimile transmission and electronic mail have 
been commercialized and become widespread. New products and sen/ices have 
been developed by postal administrations offering to meet a variety of service 
standaitis. New technologies have emerged to help the Postal Service and its 
competitors to prow'de service, such as optical character readers, bar code sorters, 
and remote bar coding systems. In short, the postal environment is more 
competitive and technology has transformed the nature of the market. An obvious 
question to ask is whether the reforms adopted in 1970 continue to b^levant in 
this new environment. 

The Postal Reorganization Act (PRA) envisioned a world largely devoid of 
competition. One of the principal missions of the Postal Service was, and continues 
to be, to provide universal service at uniform rates throughout the United States. In 
this environment, the Postal Service was given the exclusive right to deliver letter 
mail and, in return, the responsibility to serve every address in the country. The 
advent of competition has put the Postal Service's mai1<et position at risk, 
particularly in lower cost markets where profits are earned. The traditional 
monopoly of the Postal Service has strengthened the unions that represent its 
employees and made competition ever more attractive. The regulatory structure 
created to protect consumers from the monopoly has proven cumbersome — 
especially as it regulates competitive services. The Postal Service has incurred 
substantial losses since the passage of the ^rt^Snd is struggling to build its equity 
to a positive position. In view of these challenges, the goal of universal service may 
be better served by a different structure or different operating rules for the postal 
sector generally. 
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The challenges faced by the United States in the postal sector are similarly found In 
many other countries. Like the United States, these countries are concerned 
whether competition wll provide a mechanism to reduce costs and improve 
efficiency within the government's postal administration or whether competiflon will 
skim the cream off the postal administration's business and ttireaten its ability to 
ensure universal service. Many of these countries have taken steps to address the 
issues in the postal sector by increasing the scope of competition, increasing 
management's authority and accountability, or in other ways. 

You have heard a substantial amount of testimony over the last year from various 
parties regarding the challenges facing the Postal Service. In addition, you have 
heard proposals for dealing with these challenges. To help you in evaluating this 
information, I would like to highlight some of the major findings from a report that 
we published last year, entitled 'A Strategic Review of Progressive Postal 
Administrations." This report, which has been provided to the subcommittees 
previously, examines policy developments in eight countries that are facing similar 
pressures on their postal administrations as we face in the United States. The 
Annex to this testimony provides a brief summary of major findings in each country, 
as well as an update on developments during 1995. 

The major trends that emerge from our review of practices in other countries are 
the following: 

• The monopoly position held by the postal administration is under pressure 
in many countries. Increased competition is the norm, including competition 
from other postal administrations. 
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• Postal administrations are being corporatized and given greater commercial 
freedoms. This trend is manifested in greater authority to set prices, 
introduce new services, acquire subsidiaries, and raise capital. Mso noted is 
an increased accountability for management, through incentive systems that 
reward good performance and penalize poor. 

• Combined with the greater pricing freedom noted above is a trend toward 
the use of price caps. Price caps generally allow the postal system to adjust 
prices without regulatory review, provided that the price increase does not 
exceed the country's inflation rate (or some lesser percentage reflecting the 
ability to improve efficiency). 

• In many countries, there is a trend toward increasing efficiency by 
downsizing the labor force. This trend, of course, can be noted in many 
different sectors of countries' economies. In the postal sector, downsizing is 
often a response to increased competition and the increased availability of 
technology. 

• Many countries are considering privatization or some partial ownership of 
the postal system. Only two countries have actually sold shares to the 
public, the Netherlands and a country which was not reviewed in our report, 
Singapore. In both cases, the government sold a portion of the shares of its 
combined telecommunications and postal authority. While the governments 
of the Netherlands and Singapore are the only two that have sold shares to 
the public, several other countries h ave held serious discussions toward that 
end, most notably the United Kingdom, Germany, and Argentina.' 


The principal findings of our review of government policies toward postal 
administrations are summarized in Exhibit 1. We have also included a column 
representing the current policies of the United States with respect to the issues 
presented. As you can see, the United States Postal Service is different in several 
significant respects from other administrations. In three dimensions the US Postal 


’ Tlie United Kingdom Government published a green paper on r>ost Office privatization in June of 1994 that 
recommended selling oft 51 percent of the equity in Royal Mail and Parcetforce. While the plan was shelved in 
the following months as a result of internal discord within the consenrative party, Prime MWster John Major 
plans to reintroduce the legislation should he win reelection. 

Germany is actively committed to privatization of Deutsche Post AG as part of a multi-year plan to privatize both 
the telecom and postal sectors. The telecom sector is planning tor a sale of shares in 1996: the postal senrice 
is scheduled to follow in 1998. 

Argentina's Senate approved a bill In November 1994 to privatize the slate postal service by the end of 1 995. 
Details of the privatization are currently being debated by the lull Congress. At present, 11 appears ttiat if the 
outstanding issues are successfully resolved, a 30-year postal concession would be sold in mid-1996. 
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Service is unique: its employees do not have the right to strike, it retains a 
monopoly over patrons' mailboxes, and it is not pemiitted to hold subsidiaries. 

The reforms developed and implemented by these eight countries in reaction to 
pressing business challenges suggest some potential paths to the United States 
Postal Service in creating a business environment capable of withstanding market 
challenges now and in the future. In the balance of my remarks, I would like to take 
the opportunity to outline the major themes of postal reorganization that can be 
identified among these countries that have the most relevance to the United States. 

Comparison of the United States postal sector with that of other countries offers 
valuable lessons, though the exercise must be completed with some care and 
recognition of differences in industry structures across nations. While the postal 
system in the United States is similar in many fundamental respects, such as basic 
product and sen/ice offerings, operational processes, and technology, certain 
characteristics do set it apart. For example, in terms of sheer volume, the United 
States Postal Service handles roughly twice as many letters each year than all the 
eight postal administrations combined. While size does not necessarily change the 
impact of many policy prescriptions, in the sense that the postal sector accounts 
for approximately the same percent of GDP in each country and the United States 
is simply a larger economy, the magnitude of the United States Postal Sen/ice in 
terms of volume and geography does give rise to certain significant differences. 

For example, a major element of planned reform in the European Community is 
elimination of the monopoly on cross-border mail. In Europe, this reform is 
significant because cross-border mail can account for a substantial portion, up to 
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five, ten, or more percent of a nation’s mail by virtue of the relatively small sizes of 
the countries in terms of population and geography. In the United States, by 
contrast, international mail accounts for only one-half of one percent of totel mail 
volume; hence, such as reform would have little impact on the organization. 

Bearing in mind the striking similarities, yet real differences, I would like draw on the 
reforms of the eight progressive postal administrations to suggest ttiree principles 
of particular relevance for application to the United States; 

''1 . Create a more businesslike organizational structure 

2. Increase pricing flexibility 

3. Introduce change incrementally but meaningfully 

These three principles are important to bear in mind in evaluating potential postal 
reform. I will address each briefly as it relates to the United States. 

1 . Create a more businesslike organizational structure 

As competition from traditional and electronic sources increases, it is critical that 
the United States Postal Service operate under a structure that is able to make 
rapid responses to changing conditions. Only in this way can it fulfill its goals of 
providing universal service within a financially viable organization and meet its 
service commitments to customers. Many of t he foreig n postal administrations we 
reviewed have worked toward achieving these objectives by recasting ttiemselves 
as what might be characterized as businesslike agencies writh strong social 
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mandates to provide universal service at uniform letter rates. As such, they exhibit 
many similarities to commercial enterprises, including profit orientation, freedom to 
diversify product lines to meet customer requirements, ability to form joint ventures, 
sanction to own subsidiaries, and authority to borrovv in the private capital markets. 


Internationally, the trend toward commercialization applies to all eight postal 
administrations we reviewed, but can be illustrated especially well by the 
Netherlands and New Zealand, which have completed dramatic corporatizations 
and demonstrated substantial benefits to these actions. 


For example, the Dutch government privatized the postal service, PIT Post, in two 
public offerings that resulted in over 50 percent ownership of the holding company. 
Royal PTT Nederland NV (KPN), by individuals or private institutions. With a 
majority of shares held outside the government, the organization is clearly 
accountable for its performance. With a strong commercial mandate, PTT Post has 
become one of the most aggressive players in the international mail market, 
successfully capturing market share from sister postal administrations, including 
the United States Postal Service. PTT Post has actually opened offices in several 
foreign countries, including the United States. The U.S. Postal Senrice has no such 
offices abroad. 


In New Zealand, the government transformed New Zealand Post (NZ Post) into a 
“State-Owned Enterprise" in 1987. The reform allotted 120 million shares of NZ 
Post's equity to the Ministers of Finance and State-Owned Enterprises. Following 
share allotment. NZ Post dramatically restructured its organization and product 
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lines. Efficiencies gained through restructuring permitted NZ Post to lower postage 
rates once in 1989 and a second time in 1995. Moreover, NZ Post paid the 
government a dividend of 21 cents (NZ) per share for the most recent fiscal year. 

For the United States, a businesslike organizational structure could include 
corporatization of all or part of the Postal Service. This structure would be 
conducive to promoting a profit orientation throughout the Postal Service and 
rewarding mangers that helped to achieve the goals of the business. 
Corporatization would also permit the Postal Service to acquire subsidiaries, form 
joint ventures, and raise capital. Against these benefits, there are additional 
implications from corporatization that may be positive or negative but certainly 
warrant further consideration. Principally, corporatization could subject the Postal 
Service to the same laws that apply to other enterprises unless the new corporation 
were to be specifically exempted. The laws with the most far-reaching implications 
would include labor legislation, the tax code, and the antitrust laws. In addition, the 
corporate governance of the Postal Service would likely change with a Board of 
Directors replacing the Board of Governors. We have not examined in detail the 
effects these changes would have. 
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2. Increase pricing flexiWIity 

Increasing the commercial orientation of the Postal Set>flce through structural 
changes raises the issue of how much flexibility management would have In setting 
the prices of its serwces. Currently, prices are regulated by the Postal Rate 
Commission. The communications and delivery market is fast-paced, with 
competitors rapidly deploying new products and pricing structures that adroitly 
outmaneuver the Postal Service’s ten-month rate case process. For example, 
earlier this month United Parcel Service announced a major restructuring of prices 
that will take effect next week on Saturday, February 3. The Postal Service may 
require as long as two years to prepare and file a rate case; by then market 
conditions are almost certain to have changed several times. 

The international record reveals that many postal administrations have greater 
latitude in rate setting. In Sweden, price increases are subject to a price cap, but 
not review by an independent regulatory body. The New Zealand, Dutch, and 
French postal services are subject to statutory guidelines that cap rate increases 
for monopoly products, but, as with Sweden, do not face independent regulatory 
commissions. Unique among the countries we surveyed, Canada Post adjusts 
prices with neither the constraint of a price cap nor the oversight of a regulatory 
body (though the ministry approves certain letter and publication rates). In 
countries where they do exist, price restrictions tend to cover only monopoly 
products and take the form of price caps. New Zealand, as I previously mentioned, 
not only has adhered to its price cap but actually reduced prices. 
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Price caps have proven to be an effective means of regulating prices in other 
industries and in ttie postal systems of other countries. Price caps increase 
management's flexibility relative to traditional cost of service regulation, and 
increase the speed of price adjustment, which is important in competitive markets. 
Consumer protection is not abandoned, since prices will remain constant or even 
decline, relative to inflation. Adoption of price caps or another form of pricing 
flexibility should be considered for the Postal Service. 

3. Introduce change increme ntally but meaningfully 

Because the organization is a large enterprise directly affecting over approximately 
800,000 workers as well as roughly 250 million customers (both mailers and 
consignees), change to the United States Postal Service should be implemented 
with care and planned on a long-term basis. While unaggressive reforms that only 
tinker will overlook fundamental problems, rash initiatives that proceed too quickly 
without being carefully thought out could disrupt an institution of far-reaching 
significance. 

The international experience testifies to a record of reaching substantial goals 
through incremental reform and an articulated, long-term strategy. In the United 
Kingdom, the government gradually reformed the Post Office over a ten year 
period. Early steps involved spinning off telecom operations and subsequently 
removing banking services. Barring political interference, the final phase of reform 
would have culminated in offering majority stakes of Royal Mail and Parcelforce to 
the public. 
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tn Germany, ttre government has consistently pursued a reform timeline that began 
with “Postreform I" in 1989. This early initiative separated postal, banking, and 
telecommunication services. Three years later, “Postreform ll" commercialized the 
postal service by making it a public corporation, with 100 percent government 
ownership. Currently, the government is preparing outlines for deregulation and 
eventual privatization in the reform’s final phase, “Postreform III." 

A potential application of principles to the United States Postal Service 

In applying these three principles — businesslike organizational structure, pricing 
flexibility, and incremental change — to the United States, I might suggest an initisd 
step of reorganizing the Postal Senrice’s competitive businesses — Express Mail, 
Priority Mail, and Parcel Post — into a deregulated, wholly-owned subsidiary. (Note 
that transfer prices charged for services provided by the parent would still have to 
be regulated to ensure no cross-subsidization of competitive products by 
monopoly products.) This action would create a commercialized environment, both 
in terms of a businesslike organizational structure amd pricing and product 
flexibility, that would allow the company to compete on a level playing field in the 
marketplace. The change would be incremental in the sense that the subsidiary 
would represent only ten percent of the Postal Service’s $55 billion in revenues. 

Yet, the change is substantial because even ten percent is still a $5 billion business 
of sufficient magnitude to compete with private sector organizations. Perhaps a 
year d own the road, selling a small initial tranche of equity in t he public market 
would achieve the dual objectives of raising revenue for the Postal Service smd of 
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providing management and employees with a real market indicator of the success 
of the company. 

By taking a “go slow" approach that initially affects only ten percent of the 
business, the lessons learned by the Postal Service and its constituents could be 
applied a year or two later in a second, planned phase to the other 90 percent of 
the organization. Options for this second phase could focus on corporatizing the 
remainder of the organization into one or more corporations and developing 
structural and regulatory policies that are consistent with the degree of competition 
that each of the products and services faces. Reform of the primary products — 
First-Class Mail and third-class mail — could include price cap regulation of 
monopoly products. Shares in a fully corporatized postal organization could be 
initially held by the federal government for potential partial or full sale in the future. 

Although on the surface, the delivery of mail may appear to be a simple activity, the 
diversity of products and customers, the unique aspects of the economics of 
delivery networks, and the large number of individuals and businesses with a stake 
in the change process combine to make reform of the United States Postal Service 
a challenging endeavor. I commend you for taking these first steps toward 
responding to current issues facing the Postal Service. 

This concludes my prepared statement. I would be happy to respond to your 
questions. 


12 



Autobiographical Sketches 
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Annex 

Since publication of the “Strategic Review of Progressive Postal Administrations" in 
February 1995, new developments have altered the postal administrations of many 
countries. The following analysis identifies important developments and 
summarizes the key attributes of each nation’s policy environment with respect to 
postal services. 

Australia 

The Australian government has actively liberalized Australia Post (AP) as part of a 
larger attempt to deregulate and commercialize the public sector. The 
government's first phase of deregulation occurred in 1989, when the Australian 
Postal Corporation Act established AP as a "Government Business Enterprise." The 
next stage of government review, originally scheduled for 1996-1997, may occur as 
early as July 1996. The outcome of the review is uncertain though it seems likely to 
continue gradual erosion of the postal monopoly. 

Australia Post is free to set prices, with the exception of monopoly products, which 
are constrained by a price cap equal to the price index less a productivity factor. 
Though frie government has not yet defined the productivity factor, AP has agreed 
to freeze rates until 1997, at which time the government will revisit the issue. 
Whenever increasing rates, AP consults the Prices Surveillance Authority (PSA). 
While the PSA seryres an advisory role and does not have the authority to prohibit 
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rate increases, its inquiries nonetheless prolong rate increases and can result in 
recommendations that are politically difficult to ignore. 

One of AP's more ambitious recent endeavors has targeted the financial services 
sector. In 1995, Australia Post launched a multi-user electronic banking network 
that allows customers from a consortium of banks to use postal outlets as banking 
sites. The venture highlights Australia Post’s attempt to leverage its retail presence 
by broadening existing products in the financial services market. 

Canada 

In 1 981 , the fonner Post Office Department of the Canadian government became 
Canada Post Corporation (CPC), a federal Crown corporation with significant 
commercial freedoms. The Canadian government announced in November 1995 
that it would conduct a review of Canada Post's mandate. Now underway, the 
review aims to define the long term mission of Canada Post as well as assess the 
organization’s ability to react in an increasingly competitive environment. 

CPC has significant pricing freedom relative to other postal administrations. 
Though CPC gives interested parties an opportunity to submit appeals when 
setting rates for letter mail and certain categories of publication mail, ttre 
organization establishes prices without official review by an independent regulatory 
body (rate increases on letter mail are subject to final approval by the minishy). 
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France 

The French postal service. La Poste, separated from its telecommunications 
counterpart and from the central French Administration in 1^1 ; it currently 
operates as a government-owned corporation. Though there is no statutory limit on 
rate increases, an agreement between La Poste and the Minisb'ies of Industry and 
Finance caps Increases through 1997 at the retail price index. 

In the absence of a regulatory commission that oversees pricing, competitors have 
filed legal suits that allege unfair competition. Accusations of cross-subsidy and 
anti-competitive practice are gaining credibility with the European Court, which in 
September re-opened a case filed against La Poste that had previously been 
settled in La Poste’s favor. Despite complaints. La Poste continues to introduce 
new financial products, including life insurance and deposit accounts, and 
announced plans to automate its financial services network. 

Germany 

In Germany, the government has systematically pursued phased deregulation of its 
postal, telecommunication, and banking sectors. The first phase. Postreform I, 
gave organizational independence to formally joined postal, banking, and 
telecommunication senrices in 1989. Postreform II followed in 1995, turning the 
German postal service, Deutsche Post AG (Deutsche Post), into a fully owned 
government corporation. Postreform III. scheduled to take place within the next few 
years, will result in a share offering of Deutsche Post. Despite planned 
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liberalization, Deutsche Post's tariff increases are still subject to rigorous oversight 
from the federal Ministry for Post and Telecommunications. 

In preparation for deeper reform, the postal minister recently unveiled an outline of 
legislation which would begin deregulating the postal market in 1998 and introduce 
full competition in 2003. Prior to the outline's publication, Deutsche Post's chairman 
indicated in March 1995 that the organization should be able to float shares on the 
stock exchange in 1998. 

A hurdle that Germany was required to overcome in order to develop postal sector 
privatization plans was the issue of the postal administration's large unfunded 
pension liability, estimated at over DM 60 billion ($40 billion US). As a solution to 
this problem, Deutsche Post will be required to contribute payments to the pension 
fund at a rate typically experienced by the private sector, while the government will 
meet any shortfall. 

In the face of upcoming deregulation, Deutsche Post is attempting to acquire its 
former sister organization, Deutsche Postbank AG (Postbank). The two 
organizations were formally united as a single government entity until 1989, when 
government reforms gave each managerial autonomy. By acquiring Postbank, 
Deutsche Post hopes to promote financial transactions in its retail network and 
presence its long term presence in the financial services market. 


18 



185 


The Netheriands 

The Dutch postal service, PTT Post BV (PIT Post), is a subsidiary of holdirg 
company Koninklijke PTT Nederland NV (KPN). KPN became a wholly government- 
owned coipwation on January 1 , 1989 and its stock currently trades on puWic 
exchanges in Amsterdam and New York. Through an initial public offering in June 
1994, the government lowered its owrrership stake to approximately 70 percent; in 
October 1995, KPN’s second stock offering lowered the government’s stake below 
50 percent. 

PTT Post’s rate setting is free of regulatory oversight, with the stipulation ttiat rate 
hikes not exceed increases in the Dutch national wage index. Competitor 
complaints of unfair pricing have recently complicated PTT Post’s price setting 
latitude. In response to complaints from PTT Post’s competitors alleging unfair 
pricing, a Dutch government ministry is tr^ng to remove bulk reductions and VAT 
exemptions given by PTT Post to mail order companies. 

Competitive threats to the monopoly ircreased further when Algemene Postdienst 
Nederland (APN), a Dutch alternate ddivery firm, announced plans to begin 
delivering bulk mailings in the Netheriands. APN plans to undercut the PTT Post’s 
rates and deliver as many as one million items per week. To ®(pand its market 
presence in an increasingly competitive environment, PTT Post recently purchased 
two expedited carrier firms and has plans to increase the number of franchised 
postal outlets. PTT Post also plans to decrease its work force by 9,000 empto^s 
over the next five years (current employment stands at 55,263 stafQ. 
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New Zealand 

The postal service of New Zealand became a State-Owmed Enterprise in 1^7 and 
ever since has operated wnth the stated goal of being as profitable and efficient as 
a private sector business. New Zealand Post Limited (NZ Post) establishes most 
tariffs without regulatory interference; Virhen setting rates for standard letters, NZ 
Post must abide by the Deed of Understanding which stipulates that postage 
increases for letter mail may not exceed growth in the Consumer Price Index minus 
one percent. 

In the period followring corporatization, NZ Post has aggressively implemented 
personnel and organizational restructuring. In 1995, efficiency improvements 
gained through restructuring permitted the organization to lower postage rates from 
450 to 400 (NZ). The government of New Zealand is currently contemplating 
legislation that would completely eliminate the letter monopoly. Although the 
proposal has the full support of NZ Post, political factors have handicapped 
speedy legislative action. 

Sweden 

The Swedish government removed monopoly protection for Postverket (Sweden 
Post) in 1993. During the past three years of unrestricted competition, Sweden 
Post’s primary competitor has been CityMail, a household delivery firm operating in 
Stockholm and Udingo. On April 20, 1995, Sweden Post acquired 75 percent of 
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CityMail. At the time of the acquisition, Sweden Post agreed to enter an on-going 
consultation process with the government that would establish clear-cut guidelines 
for future competition. CityMail executives accepted the acquisition, arguing ttiat 
since CityMail would operate as an independent subsidiary of Sweden Post, no 
operational changes would result from the sale. After recording a loss of SEK 29 
million ($4 million) on sales of SEK 28 million ($7 million) for the first nine months of 
1995, CityMail entered into liquidation in December 1995, leaving uncertain the 
future of competition in the Swredish sector. 

One important aspect of Sweden Post’s relationship with CityMail concerned tariffs. 
CityMail often accused Sweden Post of predatory pricing in areas where CityMail 
competed against the former state monopoly. No regulatory agency oversees 
Sweden Post’s rate setting behavior; instead, the government and Sweden Post 
have agreed to a price cap for the domestic letter rate equal to the standard 
consumer rate of inflation. 

United Kingdom 

Originally, the Post Office operated jointly with banking and telecommunication 
operators. After the government privatized the telecom in 1 986 and banking 
services in 1990, the government in 1992 announced it was reviewing the 
possibility of privatizing the Post Office and Parcelforce. Political opposition from 
Members of Parliament who feared a reduction in service eventually halted the 
privatization initiative in 1994. 
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In May 1995, the President of the Board of Trade, Michael Heseltine, revisited 
postal reform by announcing new commercial freedoms for the Post Office. 

Though the reforms fall short of genuine privatization, they include relaxed limits on 
capital spending and the ability to enter joint ventures with private sector firms. The 
Post Office embraced these reforms while calling for deeper reform and renewed 
interest in privatization. Prime Minster John Major has publicly stated he will reopen 
the issue of privatization if re-elected. 

Currently, the Post Office must seek government approval for tariff increases and 
its price changes are monitored by the Department of Trade and Industry. Debate 
regarding future Post Office reforms suggests the Post Office may receive a more 
structured approach to tariff setting and introduction of a price index formula as a 
cap on rate increases. 

Though substantial reforms have not tal«n place, the Post Office has exercised its 
new freedoms to partner with private sector firms and introduce a range of new 
products, including hybrid mail, money wire transfer, travel insurance, and currency 
exchange. While expanding its product range, the Post Office is seeking to improve 
the efficiency of retail operations by installing an automated system for welfare 
disbursement. Once installed, the system vwll provide an electronic network of 
potentially 20,000 computer-linked outlets. 
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Argentina 

As part of an economy-wide initiative to increase efficiency and government 
revenue, the Argentine government is planning to privatize the state-owned postal 
administration (Correo Argentino). In November 1994, the Argentine Senate 
approved a bill that proposed selling a 30-year concession to run the nation's 
postal service and regulate the private mail sector. Critics of the bill complained 
that it puts senseless restrictions on new private companies wanting to enter the 
market and makes a single organized crime figure the only person qualified to bid 
for the concession. Political disputes surrounding the bill have stalled progress 
towards privatization. 

Despite the slow movement towards privatization, Correo Argentino has moved 
quickly to improve the efficiency and service quality of its operation. In 1993, new 
management entered the organization and reduced the workforce from 27,000 to 
approximately 20,000 staff. Following the restructuring, employees received 
rigorous training and post offices underwent major remodeling that included 
introduction of new technologies. Gradually, Correo Argentino has succeeded in 
slowing the decline in its mail volume and regaining former customers. 

Denmark 

Denmark's postal sector has recently experienced legislative reform that opens the 
way for monopoly deregulation and fosters a commercial outlook at the postal 
administration. Passed in 1 995, the Postal ActivUies Act fixes the reserved area at 
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250 grams or six times the price of a 20 gram letter for items v\@ighing less than 
250 grams. The act could potentially open the monopoly as it gives the minister 
responsible for postal matters the authority to alter the reserved area, including the 
authority to remove the monopoly in international mail. 

Another 1 995 bill, the Post Danmark Act, officially transformed Denmark’s postal 
organization from a government department to a semi-autonomous corporation 
fully owned by the government. Renamed Post Danmark, the postal administration 
has greater flexibility and an unambiguous commercial mandate. The new 
organization reports directly to the Board of Trade and Industry and assumes its 
own liability. 
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Executhn Summary 


This document summarizes the major findings of a 
report describing the current status of ten postal 
administrations at the forefront ^ a gerierai move 
towards postal corporatization and deregulation. 
The postal adminisH^^ons (PAs) included ^ this 
study are Australia Post, Can^ Post Corporation. 
La Poste in France, Deutsche Post AG in Germany. 
PTT Post BV in the Netherlands. New Zealand Post 
Limited, Sweden Post, The Post Office in the 
United Kingdom, Coreo Argentino, and ^ Danish 
Post. 

In most cA the ten countries surveyed, significant 
iegislaii^ reform has occurred in the las! six years. 
As a re^, most of these posted operator are 
mandated to earn a profit and are given consider- 
able freedom to conduct finandal transactions. 
Most also participate in joint ventures and own 
subsicfiaries which provide non-monopoly services. 
In spite of corporatization and increasing pressures 
to liberalize postal markets, alt of these PAs, except 
Sweden Post and Argentina Post, have mantained 
a monopoly over letter mail services. The monopoly 
is gerierally defined by weight, price, or both. Even 
with these statutory monopolies, ail of the postal 
administrations surveyed have considersd^le 
latitude in setting prices, particularly for hot- 
monopoty services, While all of these PAs are 
highly unionized, most beiieve that their wage rates 
are not significantly above private sector levels. 

OwMrtMp, SjMwe, Md 

In all of the countries studied, major postal 
reorganizations have occurred, usually as a result 
of a combination of wi^ government reform 
programs and strong ^(ai leadership. 

In most cases, ‘coiporatization'' has not led to 
privabz^on. All of ^e posted administrations in this 
study are 100 percent government owned except 
the Netherlands Post, which recently corKkicted a 
public offering of shares equ^ to 30 percent of the 
equity of the company (with a plan to offer an 
additional 30 percent in 1996 or 1997), Although 
the governments of Argentina and Germany have 
annoivK^ their Intentions to privatize thar post^ 
adminis&ations, there has been little public 
pressure in any of these courtries (with the 


exception of Argentina) to 'sell off the postal 
administrations 

One area in which a form of privatization h^ 
occurred is in the retail, or counters, netvwxk. In 
Commonwealth countries U.K., C^ada, 
Australia, and New Ze^and), a majority of the retail 
outlets are in private hands. Except La Poste, all of 
the post^ administrations studied have some form 
of franchising policy ^ retail services. 

Most of these posted administrations have, in 
recent years, begun to operate under an ^icit 
goal ^ofitability and with set targets for returns 
on their investments. This charing apfxoach to 
finandal management has been a critical dement 
of the reform process. 

The move towards a govemm^t-owned cc^porate 
status has also brought a change in the structure 
of many postal ackninistrations. In the U.K.. 
Gtfmany, Sweden, and New Zealand, for example, 
the PAs organized around product lines (e.g., 
letter mail, parcels, and international mail) as 
opposed to functional areas. Many PAs have also 
added a variety of new services. Sweden R)st 
offers a numb^ of electronic messaging ^d 
hybrid services: Australia Post and Canada Post 
Oxporation provide hybrid mail services; and 
Argentina Pest sells fax and money transfer 
services. 

Sodal Rttpnnwmy 

Ail postal administrations in the study have non- 
commerod sodal obiigalions to the government 
and its dtizens. Increasln^y, these obligations are 
explidtiy stated, either in the acts of incorporation 
or HI contracts bet^en the post^ administrations 
and the governments. Sweden R)st and Australia 
Post estimate and publish the annual cost of these 
rxxvoommerdal obligations, which equ^ less than 
five percent of their annual expenditures. 

A recent phenomenon has been the move to define 
the sodal obligations of the postal administrations 
not throu^ statutes but throu^ a negotia^ 
contract betvreen the govemmoil and the postal 
administration. New Zealand Post’s Deed of 
Understanding and the Netherlands Post's 
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exclusive rights agreement are ex^ripies of these 
contracts. Sweden Poet's agreem^t » a variation 
of this practice In v^ch the go^^rrmle^t, not the 
postal administration, has the obligation to provide 
postal services The government currently 
contracts exclusively with Sweden Post to provide 
services but may extend this arrangement to 
<^her competitors if they achieve sufficient scope. 

A universal service requirement is an element of 
the postal statutes ex the postal iK^inistrations' 
agreements with the governments in all ten 
countries. In some cases, the statute requires a 
uniform letter rate; in other cases, uniform rates are 
induded in the ccxitract with the government. 
Regardless of the law, all of these p(%taj admini- 
strations maintain uniform rates for their retail lettw 
services. 

The required frec^fticy of delivery varies across 
as does the flexitxltty in the definition of 
ixiiform delivery. Australia Post, for example, is not 
required to detlver to the most rural addresses with 
ttie same frequency as to the rest of the country. 

The requirement to maintain a universal retail 
network is a sensitive political issue in all of these 
ojuntries. In Sweden and France, for example, the 
dosing of post offices is regulated by the 
government. Some administrations have been 
successful at rationalizing their retait netwak either 
through closures {e.g., Germany. Argentina, and 
Australia) or through franchising (e.g., Canada. 
New Zealand, and Australia). 

Scope of die Moeopoty 

M\ of the postal a<tTiinistfations in the survey have 
some form of monopoly protection except Sweden 
Post and Argentina Post. The New Zealand 
government 's recently announced plan to eliminate 
the letter monopoly in 1 995. supported by New 
Zealand Post ltd., has run into problems from the 
cq^xjsition party and from some in the government. 
In France and Germany, the monopdies extend 
beyond letters Unaddressed advertising mall is 
usually outside the scope of the monopoly but 
addressed advertising mail is generally treated as 
part of the letter mal monopoly. 


ITie method used to define the scope of the lett^ 
monopoly v^es across countries. Some letter 
monodies are defined by (e.g., Nether- 
lands, up to 1.1 pounds), others by price (e.g., 
Germany, ten times the standard letter price and 
Canada, three times the letter price), others by a 
combination of weight and price (e.g., Australia, 
four times standexd letter price and up to 8.8 
ounces). In New Zealand and the U.K., the letter 
monopolies are quite narrow, atlOM^ng competifrcxi 
above approximately $0.51 U S. and $1 ,60 U.S.. 
respectiv^Y Once the threshold v^ues are in 
place, they may be narrowed om time as a way to 
inaease competition in a controlled process. 

Some administrations are required to perform 
services even though those service are not 
protected by a statutory monopoly Canada Post 
must deliver p^cels and the Neiherlands Post 
must deliver all mail up to 22 pounds. 

Priefnp Fnedoffl 

Only Argentina has absolute freedom to set postal 
rales. All others are regulated to some degree, 
although none face regulation by an independent 
regulatory body, in ^1 but two of the other 
countries, price regulation is limited to the 
monopdy services, not to service that face direct 
corr.pelition. Competitive services are, however, 
generally subject to commercial antitrust rules that 
restrict predatory pricing. Hybrid mail serviois and 
financial services have been the subject of antitrust 
complaints in some of the countries surveyed. 

For most PAs, rate inaeases m monopoly markets 
require approval by a government body (usually 
either the ministry that “osvns" the PA or a separate 
regulatory body) In Australia, the government can 
only ■’disapprove " rales. New Zealand’s letter rates 
are defined in a formal contract between the 
government and the PA. Increaangly, rates for 
monopoly services are regulated using a price cap 
formula (e g. , pegged to the rate of inflation in the 
Netherlands and France and to a price index less 
one percent in New Zealand). 
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Managerial Freedom 

Most o1 the postal administrations in this study are 
permitted to purchase goods and services, enter 
into joint ventures, and establish ^bsidiaries like a 
private sector firm C^iada Post. f<x example, 
recently purchased 75 percent of Purolator Coitfier 
Ltd., a lar^ express axnpany. Canada Post is 
also a m^ber of a cmsortium toting the use of 
cable television to sell goods and services in 
34,000 hwnes- Five postal administrations are 
members of a joint vwture with TNT to provide 
international expedited mail and r^ail services. 
The Netherlands Post and La Poste also have a 
large number of subsidtaries and p^idpate in a 
rximber of joint ventures to provide, for example, 
transportation service, warehousing and order 
fulfillment, and direct mail services 

Emptoimmit 

All postal administraticxis studied are heavily 
unioniziMf wth collective bargaining as the basis 
for wage negotiations in ail of these postal 
administrations, some or all of the employees have 
ihe fight to strike if a^eement caraiot be readied 
on the terms of their contracts. In general, however, 
significant labor unrest and work stoppages in 
postal ac&Tiinistrations in the Netherlands, 

Australia, and Canada in the 1 980s have givw way 
to improved labor reiations in the 1990s 
(Germany's postal strike in 1994 is an excef^ion to 
this trend). Many argue that the confrontational 
approaches of the past will continue to fade as the 
postal a^inistrations transform themselves into 
modem service businesses. Canada Post, 
however, believes that the strikes in the 1980s 
resulted in business tost to competitors The postal 
strike in France in 1974 was also viewed as 
particutarly debilitating. 

Wak force redudions have been significant In 
many of these postal administrations. This is 
especially true in New Zealand (40 percent over 
seven years). Canada (12 percent over six years). 
Australia (11 percent over five years), and Sweden 
(1 1 perc^it over two years). In maiy cases, work 
force reriictions were achieved through voluntary 
action of dhployees aid/or Incentive packages. 


Most postal managers surveyed do not bdieve that 
wage premiums exist m thar postal acftninistra- 
tlor». allhough other types of premiums, such as 
jctosecunry are present Canada Post, for 
example, believe that over the 14 year period 
Mice corporatization, throu^i difficult ^d often 
aaimonious labor relations, it has eliminated the 
premium in postal wages. 

In the Netherlands, employees were given 
incentives to participate in the Post/Telecom’s 
share offering last year. It is not known, however, 
what percent of the publicly traded stock is held by 
pcffitai empioyties 

Financial Information 

All PAs in the survey except Canada, Germany, 
and Argentina reported a pre-tax profit in their 
latest fiscal year. All of these postal corpc^atlons 
currently pay federal income taxes except the 
Germctfi jxistal service, wtiic^i will be required to do 
so beginning in 1996. Of the postal administrations 
researched, only Sweden Post pays the European 
Union Value Added Tax. 

Some of these PAs have a pension fund that is 
separate from the government. Only the German 
and Frencti postal administrations repeated large 
unfunded pension and merSca) liabilities. Sweden 
Post inherited a relatively smaii pension liability 
Mrfien it became corporatized. Sweden Post agreed 
to pay off this liability in exchange for an under- 
stanefing that it would not pay dividends to the 
gov^nment for the first few years of operation, 

Most of these postal corporations are able to 
access capital markets like a commer6ai 
wterprise, withcx;! requesting government 
jDermlssion However, planned borrowing and 
investments are generally included as part of the 
strategic package presented to the Ministries that 
“own" the postal administrations. The Post Office's 
tack of financial flexibility was one of the major 
reas<xis cited fex the U.K. Post's recent support for 
privatization. 
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Introduction 


last decade has been a period of significant 
change for p<»tal administrations around the 
wcKid. There are many factors driving this change, 
including the election of corservative governments 
in a number of countnes, the separation of pests 
and te!e<x>ms. the move to deregulate the telecom 
markets, and, above all else, the Increase in 
competition in the delivery aid communications 
ma’kets- Competition from traditic»iai sources, 
such as expedted carriers, remailo’s, document 
exchanges, and private poslaJ stixes, has 
increased the pressure to reduce the scope of the 
pxDSts' protective monc^lies Competition from 
new forms of communications, such as faxes and 
electronic data exchanges, has significantly 
weakened the value to the postal administrations 
of these statutory moiopolies. 

Although there ae significant differences across 
countri^, the most successful postal administra- 
tions have followed simila reform paths includng 
two aitica! elements - corporatization and 
deregulation. In many of the ten countries included 
in this study, postal statutes have been modified or 
rewritten to create government-owned postal 
corporations. These statutes both recjuire that 
postal corporations act like businesses (e.g., pay 
ta)^ and compete fairiy) and provide them with 
the managerial freedoms (e g. , the ability to access 
capita! markets) to do so. 

1,1 Objective and Scope 

This study describes the current status of ten of the 
most prog-essive postal administrations. The 
purpose of the study is to identify best practices 
and lessons learned in the areas of commercializa- 
tion. deregulation, and privatizatirxi in the postal 
sector. 

The ten countries included in this report are 
Australia. Canaria. France. Germany, the 
N^herlands, New Zealand. Sweden, the United 
Kingdom, Argentina, and Denmark. For each 
country, the foliowing issues were researched; 
ownership structure svid organization, soaai 
re^x)nsltality, scope of the monopoly, competition, 
regulatidxi. managerial freedom, employment, and 
financial information. 


1.2 Approach 

Data collected for this study consisted of a mix of 
primary and secondary information. Secondary 
sources were used first to address the studly issues 
and. where appre^ate, primay research, such as 
interviews with swilor postal officials, was 
ccwicfijcted. 

Profile have been written for each of the countries 
researched. Countries are presented in alp^abeti- 
cai O’der, except for Argentina and Denmark which 
are presented last due to their limited relevance to 
the USPS. Exhibit A on the following page 
summarizes in a cursory fashion some of ttie major 
findngs of this report. 
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Comparison of Organizational and Financial Characteristics 

Progressive Postal Administrations 
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Aintralla 


o Auatmlla Rost 

A. Caiporsis l*rellls 

Australia Post (AP) is a federal “Government 
Business Enterprise” serving 17.5 million Austra- 
lians. In 1993-^, AP collected and processed 4.3 
billion mail items for delivery to 7.5 million delivery 
points, an inaease in volume of 3.8 percent over 
1992-93. AP owns 1,203 retail outlets and 38 mail 
processing sites, and also serves customers 
through an ackStional post office ‘‘agencies'’ 
in the retail net^irk. AP em^oys a total of 31 ,130 
full'ttme staff — down from 35,107 five years ago. 

For ttie year ended June 30. 1 994, AP's revenues 
vrere Aust. $2,568 million ($l ,978 million U.S.),’ 
with a net pre-tax profit of Aust. $287 million ($221 
million U.S.). Australia Post has t<^al assets of 
Aust. $2 billion ($1 .54 billion U.S.). 

The standard addressed letter mail postage is 
Aust. 454 (354 U.S.) for delivery anyWiere In 
Austr^ia. 

B. OwnarsBip, Struetura, and Oiymizitkw 
Corperatliatton 

Australia Post is a ' Government Business 
Enterprise" owned by the Commonwealth of 
Australia. There is no formal share structure. 
Instead, Australia Post operates under the 
AusrraAan Posta/ Corporation Act, paying an annual 
dividend to the Commonwealth. 

Prior to 1989. AP operated as the Australian Postal 
Commission, with no commeraal remit and 
numerous bureauaaiic controls over day-to-day 
operations. The 1989 corporatization was part of 
the L^xx government's program of miao- 
economic reform. 

There is currently no political or private pressure for 
privatization. A 1992 Industry Commission study 
did propose privatization by 1997. but the 
government rejected this proposed. The Offrent 


'BM«don J«iuiiY2a. lfla6««hV)e«nt»O(l0.77O3(U.S.). 


Minister for Communications and the Arts has 
recently restated the government’s commltinent to 
public ownersNp. Moreo\^. the leading 
(conservative) opposition party h^ never 
proposed postal privatizMion, despite its pro- 
business stance. Neither the business community 
nor APs senior manag^ent is se^ng privatiza- 
tion, The government, the unions, aid the public all 
feel that privatization would lead to lower stsndards 
of service 

While ft is possible that a government review of the 
Post scheduled for July 1997 may reopen tfie 
question of ownership, the main pditical debate 
over AP surrounds the degree and speed of future 
deregulation. 

Rnancltl mairtits 

Before 1989. AP was requred to recover costs and 
fund at least half of its caf^al expenditures. 

The 1 969 Australian Postal Corporation Act requires 
that AP operate commerda^y, indudng ac^ueving a 
“reasonable rate of return on assets” (undefined in 
the legislation), payment of all taxes and dividends to 
goverrxnent, and periocfc reevaluations of assets. In 
1993-94, AP p£^ a record dhidend to the Common- 
wealth government of Aust. $90 million ($69.3 million 
U.S.), made a capital repayment to the Common- 
wealth government of Aust $200 million ($154.1 
million U.S.), and earned a return on assets of 14,5 
percent. 

MtnagemMi ttructaira amt board ownipM 

The Minister appoints the Board of Australia Post 
which is responsible and account^Xe to the 
Minister as owner. Through the corporate planning 
process, the Miruster for Communications and the 
Arts and the Minister of Finance paiidpate with the 
Board in setting the targets for financial perform- 
ance, service quality, and various “(Community 
Service ObUgations" (C^Os) over a three-year 
planning period. 

The Mifwster tor Communications eaid the Arts 
deals vwth posted matters, while the Minister kx 
Finance oversees the grxremment's investments 
and assets There is no separate postal regiiator 
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outside the Ministry tor Communications the 

Arts. After a recent review of the CSOs, the 
government asked the House of Representatives’ 
Standing Committee on Transport. Communica- 
tions, and infrastructure to ainually review the 
performance of AP on the CSOs. ^ must also 
repc^ any proposed price inaeases to the Prices 
Surveillance Authority. The Authority may state its 
opposition to a ch^ge, lixit only the Minister has 
the power to block ^ increase. 

The Board, v^ich can con^st of up to nine 
Directors, appoints the Managing Director fMD). 
Currently, the MD is responsible tor operations and 
the retail network, ^d the Genera Managers in the 
State Profit Centers report directly to the MD. 
Directly under the MO is a Deputy Chief Executive 
who has re^xmstbitity for various business units, 
including Letters and Parcels. The next most senior 
manager is the Chief Manager, Finance and 
Services, with responsibility for all centra finarK:e 
and information technology functions. 

Range of buthMtt 

Australia Post's core business is postal and 
delivery services, which account for approximately 
85 percent of revenues. In addition to tradtional 
letter and parcel services, AP off^ assistance with 
direct mail and address checking and has 
developed a hybrid mail business branded as 
EDiPOST. 

RofaUnohvork 

jAP’s retail network is currently being restructured 
and moderi^zed. The key to this reform program is 
a significant change to the contractual relationship 
between AP and the 'Agents* that manage the 
postal outlets 

For the past 50 years, two-thircte of AP's retail 
outlets have been managed by these Agents on 
behalf of AP according to contracts negotiated 
nationally vMth an Agent's Association. In 1993, a 
new contractual £tfrangement was established that 
removed bureauaatic barriers and provided 
inc^rtives for growth. Agents were provided 
inc^tives to beoome "Licensed Post Offices" 
through “Income safety nets" that have a sunset 
date. Two-thirds of the 2,977 post offices have 


made the transition. There are now "Pcstshops" 
Qxiblic retail outl^s) and "Business Centers" 
{business retail outlets) within the network. 

Rnanciaf transaction services remain a relatively 
sm^l business ^ea for AP. While AP is actively 
seeking to increase the number of financial 
traisactions handled through the netvwxk. and Is 
signing partner agreemaits with banks, it says it 
has no plans to develop ^x>st bank* services like 
some Eifopean postal administrations. 

C, SocW RnpORtibHity 

The 1 989 Australian Postal Corporation Act explicitly 
s^arates social obligatioos from commercial 
objectives The former are referred to as the 
“Cwmcnity Service Obligations'' or CSOs. In the 
Act. the list of CSOs indudes- 

• the provision of domestic and intem^ional 
letter services; 

• the provision ot a domestic standard letter 
service available at a uniform price; 

• a letter service which is reasonably accessiNe 
to all Australians on an equitable basis; and 

• performance standards for the letter service 
which reasonably meet the social, industrial, 
and commercial needs of the Austr^ian com- 
munity. 

However, since some of these obligations are 
profitable, there is a separate group known as 
noncommercial CSOs, whose costs are directly 
measured. 

^>ecific CSO targets are set dicing the corporate 
planning process. Such targets indude the number 
of outlets where customers can buy stamps, the 
maintensice ot convenient hours of op^ation 
nationwide, and the maintenance of the network 
measured m terms of the number of dekvery points 
and delivery frequency. 

Australia Post actively seeks public consultation on 
its CSOs and reports Its perlormance against 
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these targets annually. )n APs 1993 fiscal year, the 
compEtfty estimated the ot Its noncornmerdal 
sodai obligations at Aust. $46 million ($35.4 million 
U.S.). There is some debate between AP and the 
goya’nment regarding how the CSOs should be 
measi^ed. 

The government may also cSrect Australia Post to 
follow various general government polides such as 
those relating to wages and inc^trial relations. 

hiral deHvery and dtUvery fra^miey 

AP employs 3.300 contractors to deliver maii in 
rural areas. Some 346,000 households in remote 
^eas receive only roadside delivery service, white 
157,000 households receive no residential delivery. 

Australia Post aims to provide five day a week 
delivery service to approximately 99 percent of all 
d^iv^ points, mduding 80 percent of the 364,000 
mcst rwnote households. 

Cmmuintty Post Offices 

VWiile there is no written restricfion on the number 
of postal outlets, dosure rates have been low due 
to pditical sensitivities and the requirement to open 
all such dedsions to detaled public consultation. 
The strategy to reduce the unit cost burden of the 
netwcxk involves inaeasing the number of 
transactions handled by retail outlets and 
transtening agency-based outlets to a new 
contractual form known as Licensed Post Offices 

OWigafNmt to goMnimont 

Apart from the CSOs and the usual obligations of 
an Australian Corporation to the federal govern- 
ment (such as paying taxes), AP has no other 
duti». However, it performs a number of tasks for 
government under commerdal contract such as 
tax cQliection. passport interviews, and distribution 
of information, 

D. Scope of Monopoly 

According to the 1 969 Australian Postal Corpora- 
lion Ad AP "has the exdusive right to carry letters 
within Australia." 


The domestic letter monopoly is set at a price 
threshold of Aust. $1.d0 ($1.39 U.S.), or four times 
the basic postage rate, with a weight threshold of 
up to 250 grams (8.8 oiMices). This monopdy no 
longer indud^ ^ carriage of letters within 
document exchanges or within an organization. 
Addressed domestic mal is considered by AP to 
be in the monopoty, but a recent amendment to the 
1989 Act changing the definition of cataio^ies and 
leaflets that may be delivered by competitors^has 
left some doubt about the extent of the mox^y 
over advertising mail. The international i^er 
monopoly is limited to inbound letters. There is no 
monoix>ly over parcels or publications. 

The scope of the monopoly (often called the 
Reserved area”) was last changed in July 1994 and 
will be reexamined again in 1996-97. The rec^t 
change reduced ^ monopoly price threshold from 
10 times the basic st^anp price to tou times the 
basic stamp price. The Minister announced ^ 
recent measures, saying “The government has 
agreed to proposes for a sensible managed 
^proach to the introduction of further competition 
for Australia Post. ” 

AP has no legal ottigation to deliver products other 
ttwi letters that ^e standard postal artides." 
However, in pr^io^, AP management believe 
that it must provide ^ basic postal services 
throughout Australia. 

Iltoilbox exclwlvlty 

AP has no exclusive right to deliver to a m^lbox. 

E. CompsUtioa 
Pretancf of compafitfoR 

Australia Post has a number of competitors for the 
d^iveiy of catalogues, annual reports, and courier 
and express items, and faces competition from 
rther media such as electronic communication, 

AP does not proi4de data on market share but 
ates several competitors and services. Progress 
Press otters an extensive unaddressed letter and 
targeted catalogue delivery service. Streetfiie 
employs sophisticated computer systems in 
conjunction witti a new print technology to otfw a 
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targeted delivery service. Its main clients are 
advertisers. Salmat delivers publlcalions ad- 
dressed to txjsinesses and households and has 
linirs to a mailing house called Automail. 

The recertt reduction in the monopoly and the 
introduction of dcwnstream access pndng have 
not led to any immediate chsvige in competitive 
pressure, probMily because me dessnation entry 
discount is small. 

There have been no recent antitrust complaints 
ag^nst AP. 

Pmoit ilteniiits 

Discounts for bulk mailers are available and vary 
by category of letter, weight, snd level of presort- 
ing. For example, a small letter of up to T25 grams 
(4.4 ounc^) sotted into direct bags or trays 
receives an Aust. 7* (5ft U.S.) discount. 

The 1994 reforms allowed, for the first time, a 
degree of downstream access for letters, or 
"interconnection." Bulk mailers can now carry mail 
between major cities to desi^ated mail centers 
and interixnnect with Australia Post's delivery 
network A common discount is provided based on 
average avoidable transpod costs. However, this 
discxxjnt is relatively small, on average approxi- 
mately one cent. 

F. RaguMkm/Mmagwiil Fiwdom 

Prldiig aiHl lafulatory imisIgM 

Australia Post sets its own prices. The government 
can only ‘disapprove' ol the basic postage rale 
sought by Australia Post 

AP's pricing freedom is somewhat constrained by 
a price cap regime. From 1994-95, increases in the 
b^ic letter rate may not exceed the price index 
less "X", The "X", often referred to as a "productivity 
factor," has not yet been determined, and in the 
meantime AP has agreed to freeze rales until 1997. 
The Minister has said he will look at this experience 
and rule on the future price cap regime for AP in 
1997. 


The only other regulatory influence on Australia 
Post's pricing decisions is the Prices Sunnillance 
Authority (PS/^, which Australia Post must notify 
regarding proposed price increases for monopoly 
sendees. While the P^ has (xily an advisory role, it 
has in the past instituted inquiries into proposed 
increases lasting up to three months. 'The Board is 
not required to accept the findings of the PSA's 
inquiries, but in practice it is polltic^ly iMcult to 
i^ore the recommendations. 

Day-to-day government control over the operation 
of the Post dis^ipeared with the 1989 relomns. The 
Ministries’ cf reel control is limited to their involve- 
ment in the corporate planning process. 

In principle, mrsiagement freedom is constraned 
only by the corporate plan and the powers granted 
the executives under the 1989 Act. The i^ Act 
states that the Corporation may undertake any 
business or activity, either in Austr^ia or overseas, 
which relates to its principal function — supplying 
a senflce lor the caniage of letters. 

tattierttylD piireliate teppUan, cempenon, mi) 
notMiin 

The federal government would expect any 
purchase ol a large supplier, competitor, or 
customer to have been detailed within the 
Corporate Plan. As the government could object, 
there is no absolute freedom for such takeovers, 
and AP has so far not attempted any acquisitions. 

Mnntt 

AP is subject to antitrust claims brou^t before the 
Trade Practices Commission (TPC), the general 
regulalor lor competition. The government's 
general economic policy is to strongly regulate 
anii-competitive b^avicx, and AP has an active 
TPC compliance program throughout its organiza- 
Boo. 




iYke f f bla hm u tMf ^ 




202 


PracuniMflt flralbHttyaml owRlQlit 

Since corporatization, AP's procurement policy has 
been set by the Board, not the government. 
Contracts of Aust. $10 million ($7,7 million U.S.) or 
more must go to the Board for approval The head 
of procurement at AP's headc^aners can approve 
up to $5 milliixi ($3.9 mHilon U.S.}. a 
range of ^provai levels belcw that. 

The main criterion is value for money, and 
managers are enccxjraged to take the ‘'canmerdal 
option. " Managers are not rec^ired to tender for 
competitive bid in ail cases, for example, if they 
seek to ^tablish a long-term supply relationship 
AP feels it has achieved a hi^ degree of nexibility 
in procurement, with the main existing deficiency 
being foe need to introduce ^ectronic data 
interchange systems. 

Governm^t, in thewy, influences procurement 
policy through its policy of encouraging local 
preference” (i.e,, Australian) in public procurement 
In practice. AP does not feel this policy has 
affected pHjrchase decisions. 

Joint vof^rec and tybsidtartat 

Australia Post has developed two jant ventures to 
date. It has a 50/50 joint venture with Qantas called 
Australian airExpress to provide air express 
services. With Geospend, AP is providing direct 
marketing expertise. 

Australia Post has one subsidiary, Spnntpak, which 
provides quality assurance and secure ^nishing for 
the procfoction and packaging of stamps, philatelic 
products, and coliec^ibles. 

G. Employment 

Wage setUemant 

AP’s current wage negotiation process is the result 
of two major influ8n<»s: the Australian Industrial 
Relalims Commission's (AIRC) guidelines tor 
"enterprise agreements " (company wage 
negotiations) and a Joint Statement of Understand- 
ing signed with the postal unicxis in 1988. The AIRC 
sets a framewak fcx the process of negotiations 
for unions and management, while the 


Joint Statement of Understanding provide a new 
start for labor relations after a number of damaging 
postal dsputes. 

Wages are now settled under an “Entenxise 
Agreement" which t^es approximately six months 
to negotl^e. There are two man unions \«foo 
negotiate with management m a single bargaining 
unit on behalf of all unions within AP, In addition to 
basic pay. agreements have covered incentives, 
numbers of part-time staff, and the sharing of 
inform^ion such a& the corpa-ate plan. The first AP 
Enterprise Agreement ran from October 1992 to 
April 1994, and the second operates for 18 months 
to April 1996. 

This structure has fxomoted consensus in recent 
years, but if foe parties were un^le to reach 
agreement, they could seek foe help ot the AIRC. A 
dispute over an Enterprise Agreement would be 
haidled under a dispute settlement clause under 
which foe parties agree to arbitration by the AIRC, 

Job protoetion 

AP has an agreement with the unions called 
"Redundancy, retraining, and redeployment" tor 
managing staff levels. This agreement acc^ts 
compulsory redundancy of staff if certain aiteria 
are met. However, reductions in staff levels in 
recent ye^s have mostly been made through 
voluntary redundanoes. AP does not have any 
targets fix staff recfoctions and believes in an open, 
consultative approach to reducing staff numbers 
AP does not make agreements with the unions on 
staffing levels, except m leiaiion to a limit on the 
number of part-time staff it will hire. 

Wage premiums 

AP is not generally regarded as paying above 
market rates, although jobs are seen as fairly 
secure 

K. FinaRCtal 

Pensions end the baience sheaf 

All pensions are fully funded, and there are no 
outstandfog large medical liabilities. 
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In recent years, AP has maintained a positiN^ 
balance sheet and is projected to maintain a 
healthy financial position in the trxeseeatHe futile. 
Management knew of no spedal procedures for 
dealing with a negative balance sheet and 
assumed the government would ha\« instkuted 
managerial changes before the situation arose. 

Taxation 

Since corporatization »n 1989. AP has pad the 
same taxes as would any other Australian 
corporation, in Pf 1993-94, its tax bill was ^t. 
$280 million ($216 million U S,), made up largely of 
income, payroll, and saes taxes. It is aso liaUe for 
excise duties, withholding taxes, and land taxes. 
The mam lesson of AP's tax ejflpenence invcrfves 
the transition from being tax privileged to 
becoming a norma taxable company in 1989 The 
transition was made easier by the change In 
accounting procedures prior to 1989, APs 
management believes that the financia reforms 
needed to fulfill the new "corporate* mandate have 
had significant positive effects by focusing the 
company on profitable investments and on 
mantaning a healthy baance sheet. 

Access to capital martnis 

AP can borrow only with the permission of the 
federal government's Loan Ckxjncii. Last year. AP’s 
Board requested Aust, $50 million ($38.5 million 
U.S.) from the Loan Council, and this has been 
accepted AP is forbidden by statute from going 
directly to the private markets. However, once 
government/Loan Council permission is granted. 
AP calls a tender for borrowing 

Requests to the Loan Council could, in theory, be 
turned down. However, after prior consultation with 
the Minister, it is unlikely a request would be 
rejected. 

Until March 1994, AP had previously borrowed only 
small amounts of money and had accumulated a 
cash portfolio of between Aust. $300 million 
($231.0 million U.S.) and Aust. $400 million ($308,1 
million U.S.), 


CoMroi of troKttrar onr investments 

The poNcy for the postal Treasurer is determined by 
the Board, with a manual describing the basic 
procedures. The policy is conservative: for 
example, any funds invested over 12 months must 
seek a floating rate. Investments in derivatives are 
allowed, tx^ can only be for the purpose of 
hedging, not speculation. The Treasury function 
does rxM operate as a profit center, and its 
mand^e is to maintain capit^li value and achieve a 
reasonable return on funrte. 

I. Best Practices/Lftssons Lsanwd 

The main lesson from the Austr^ian experience is 
the importance of overall federal government policy 
in enaWing postal reform. The 1989 corporafization 
fdlowed a 1988 document called "Reshaping the 
Transp<xt and Communications Government 
Business Enterprises," which also dealt with state 
owned conpanies in the airline, telecommunica- 
tions. and railroad industries. This document was 
Itself part of a general program of microeconomic 
reform. Thus, postal reform was part of a much 
l^ger effrxt to ‘corporatize" government enter- 
prises Sknil^ly. the importance of political 
leadership can be seen in the success of AP's 
handfing of employee relations over this period. 

The Australian experience indicates a number of 
significant lessons. 

• Reform can be assisted by outside government 
bodies making bold proposals. The 1992 
Industry Commission Report and the forthcom- 
ing 1997 review have served the purpose of 
pressuring management to consider significant 
reforms. 

• The freedoms won for management within the 
Government Business Enterprise structure 
have enabled innovation and the development 
of Iwig-term strategies. The EDIPOST product 
is an example 


Id 
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• AP has imf^emented chai^, increased 
productiwty. aid inaeased fxofits while man- 
taining the basic stamp ^ce and service 
quality (93 percent orvtime delivery rating 
within ^istralia}. 

it could be ar^ed that AP has been fortunate in 
implementing pc»taJ reform (8.g.. government 
support, partial deregulation instead of full-scale 
privatization, and a strong b^ance sheet). 
However, AP's performance imfxovements since 
co'poratizaticm reveal the extent of changes that 
are possible 9 v^ the freedrxn to manage. 
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Canada 


MAIL^POSTE 


A. CorpsrM Prafito 

Canada Pc^t Corporati<yi (CPC) is a federal Crown 
corporation that serves 28 million Canadans arxj 
900,000 businesses and public institutions. CPC 
collects and processes 11 billion pieces of mail 
annually fd ^livery to 12 million addresses, CPC 
has 19,000 retail outlets. 22 maja mail processing 
plants, and 5.500 vehicle and engages 7.000 
transpoftaMon contractws. CPC employs 54 000 
full- and part-time employees — do^ from 63 000 
six years ago. 

Fa the year ended March 26, 1994, CPC's 
revenue were $3.9 tMlIion Canadian ($2.8 biltion 
U.S.);^ the net loss was $259 million Chadian 
($183.0 million U.S.}. 

The standard addressed letter mail postage (up to 
1.1 ounces) is 43® Canadan (30® U.S.). ewiiudng 
the seven percent teder^ Goods and Services 
Tax.^ The rata is unifam throughout Canada. 

Some private retailers sell stamps at a dscount as 
a sales promotion fa other products a services. 
Significant dscounts from the standard rate are 
also avail^le to bulk maiers who prepare letter 
mail to facilitate processing by CPC. 

B. Ownentnp, Structure, and OrgantEtiioii 
Corporatization 

CPC is a federal Crown ©Drpaation whose only 
shareholder is the government of Canada. Pria to 
1981 . CPC was a government department known 
as the Post Office Oepalment. 

A total of 75 percent of CPC's 19.000 retail outlets 
are operated by private businesses. This shift to 
private businesses occurred after the 1981 refams. 


’ Baed on Jamary 25. 1995 axchvige rale of S0.7063{U S.). 
' A national sales (an. 


CPC was made a Crown capaation in order to 
free the pc^t office from ^vernment administrative 
pN-actices that restricted the aganization’s ability to 
frincfion effectively In a commercial aivironment. 
Since corpaatization, ^nislic discussion about 
skiing Canada Post to private owners has been 
Infrequent. 

CPC recently acquired a 75 percent interest in a 
maja donestic courier company (Purolata Couri^ 
Ltd.), expanding the role of public ownership in 
postal services. 

Finfielai mndalt 

The legslation incorpaating Canada Post requires 
CPC to conduct its operations on a self-sustaining 
fin^dat basis while providing a unifam standard 
of service and rates to ^1 Canadians. CPC's 

statements are prepared in accordcince 
with genaally accepted accounting principles. 

CPC is subject to federal income taxation. 

ManageiMirt ttnidun tail board owraigirt 

The government appoints a Board of Directors as 
well as the Chairman of the Board and the 
President. Accading to the legislation incapaat- 
ing Canada Post, the Board directs and manages 
the affairs of CPC. Canada Post, however, must 
comply with directives from the Minister Responsi- 
ble fa Canada Post Corpaation. 

Range of bushiess 

CPC provides traditional postal services such as 
the ddivery of letter mall, parcels, advertising 
material, money aders, and publications. The 
corpaation is also a maja participent in the 
courier market. As an alternative to courier and 
regular mail, Canada Post recently introduced an 
express service. XPRESSPOST, for time-sensitive 
packages and documents. XPRESSPOST is part of 
CPC's move to brand marketing — focusing 
marketing efforts on unique products a service 
identifications (e.g., Tide) rather than on marketing 
Canada Post 

CPC provides electronic mail services. Messages 
and customer lists are provided eiec^onically to 
Canada Post. CPC prints, folds, inserts into 
envelopes, and delivers the messa^. 
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Canada Post is also part of a consortium testing 
tie use of cable l^evision networks for the 
^ectfonic provisi<xi ot goods and s®\nces to 
34,000 homes. The corporation operate Direct 
Marketing Rescxjrce Centers to promcrte the use of 
adswtising mail. Postal vending mac^tines are 
bang tested. Canada Post Systems Management 
Umited is the tectmotogy center ol Hie corporation 
ttiat markets man^emenl systems and postal 
technology to other postal administrations. 

€. Social R«S|iot»fliilHy 

Social obllgallon ilefimd 

Cs^ada Post's soaal responsibility is defined in die 
1980 Canada Post Corporation Act. The act 
requires that CPC maintain “a standard of service 
that will meet the needs of the people of Canada 
and that is similar with respect to communities ot 
the same size. ’ it also requires Canada Post to 
maintain "basic customary postal service" and “far 
and reasonable ’ rates. 

CPC is required by the act to comply with directives 
from the Minister Responsible for Canada Post 
CcMporation. However, the Minister rarely uses his 
cirective power, choosing instead to issue public 
statements rega’ding ciianges CPC should make 
to its poliaes. The Minister's recent announcem^l 
that rural post offices should no longer be closed 
and that urban post office closings should be the 
subject of a public consultation was an example of 
this less direct approach. 

Univerttl service 

Caiada Post provides universal service, although 
the nature of the service varies, reflecting the 
managerial tlexibifity granted to Canada Post by 
the Canada Post Corporation Act. Universal service 
is understood by CPC to mean nondlscslminatory 
service. Depencfing on the arcumstances, people 
in some commodities pick up mail at community 
mailboxes near their homes, whiie others receive 
mail at their residences 


Uniform rtlK 

CPC offers universal service at a uniform rate for 
letter mail. However, uniform rates are not a 
requirement of the postal statute. 

Dolivtry 

D^ivery is generaiiy five days per week (Monday to 
Friday). Canada Post courier delivery is available 
on Saturday. In some areas, unaddressed 
advertising mail is delivered by an ^ternate post^ 
d^ivery force cwi weekends. 

Social policy tubshilos 

During the last decade, Canada Post has phased 
out mailers' subsidies for CanadicVi publications, 
p£tf}iiunentary mail, literature for the blind, and the 
shlpdient ot food and similar Items to the North. 
Th^e subsidies still exist but are now provided by 
the federal government, taking sodal policy out of 
the post office In fiscal year 1994, the federal 
government compensated CPC $1 1 4.9 miflion 
Canadian ($81 .2 million U.S.) tor foregone 
revwues from these sources 

0. Scope of Monopoly 

Eiteirt of monopMy 

According to the Canada Post Corporation Act. 
Canada Post "has the sole and exclusive privilege 
of <x^lecting, transmitting, and delivering letters to 
the addressee thereof within Canada. " However, 
several important exceptions to this exclusive 
privilege exist in the legislation, including; 

• nevApapers, books, magazines, goods, and 
catalogues; 

• letters delivered to a friend: 

• letters of “an urgent nature" that are transmit- 
ted by a m^senger for a fee at least equal to 
an amount that is three times the regular rate of 
postage; and 

• i^ers “in the course of transmission by any 
electronic or optical means " 

Canada Post heis the power to define a letter The 
definition must be approved by the federal 
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government after an onxxtunity has bean given to 
interested patties to make representations to the 
government atxxjt the propcsed definition. 

Afttirxigh Canada Post has on occasion reNed on 
the Canada Post Corporation Act to assert its 
monopoly over letter cMivery, CPC has generally 
accepted that, for practical purposes, the 
cofporajioo must function in a competitive 
environment. The monopoly would be diffitxilt to 
enforce in the dynamic and competitive Canadi^ 
commurnoations environment and attempts to 
enforce the monopoly would not be welcomed in 
the maiketplaoe, because they would create an 
unfavor^e imago of Canada Post. A recent 
Canada Post pitelioation noted that a taxi company 
w® competing with CPC in Calgary and Edmonton 
for delivery of letters. The taxi company delivers 
standard mall for 35« (254 U.S.); CPC's rate is 434 
(XI4 U.S.). CPC's latest annual report states: 

"Letter mail volumes showed minimal grovrth as 
transition to alternative communication methods 
continues to escalate." 

Mallbei eicItttIvKy 

Only Canada Post generally delivers directly to 
locked mailboxes. Rural mailboxes Irxtaled along 
roads are not locked; they are accessible to 
anyone. Por security reasons, mailboxes in 
apartment lobbies are normally accessible only to 
CPC. Letter slots or mailboxes at residential homes 
are not considered exclusive to CPC use. 

MsiuMory senksi 

The Canada Post Corporation Act requires CPC “to 
establish and operate a postal service for the 
colleclion. transmission, and delivery of messages, 
infomnation, funds, and gcxxls," This requirement 
presumadsly means that Canada Post must provide 
parcel service and postal money orders. 

E. ConipaUtlM 

P rss ew c e of competlttof) 

Ckxnpetition is a major factor in the provision of 
Canadian postal services, reducing mail volumes, 
changing service delivery, and driving the 
development of new Canada Post senrioes such as 
electronic mail. CPC was made a Crown corpora- 


tion to sdlow the postal service more operational 
flexibility in a commercial environment. 

CPC perceives that flyer companies, some of which 
are owned by newspsflwrs, are a competitive 
threat. The newspaper connectirxi is relevant 
because CPC feels that it is unfairly targMed as the 
“junk mail bad guy." CPC often points out that 
newspapers typically include flyers (i.e., junk mat). 
(TPC's recent Initiative to hire a separate work force 
to deliver unaddressed advertising mai Is an 
attemjTt to respond to oompaition by providing a 
low cost alternative to the flyer companies and the 
newspcpers. The pay scales for these workers are 
considerably below those of regular canier. 

Prtml dhcomts 

SignilicanI disoounts from the standard rate are 
available to bulk mailers who prepare letter mall to 
facilitate processing by CPC. Canada Post has 
encoura^ the practice of cflscounis to reflect 
customer capabilities and reduce CPC costs. 

F. RegiiMloii/MiMgsrtal FiMdem 

Prtclnfl and ragatatory cnartlgM 

Canada Post has been granted si^ificant latitude 
in setting postage rates. Only certain rates, 
primarily regular letter mail and certain categories 
of publication mail, must be approved by the 
federal govemmeni An opjxxlunity is given to 
interested jsanies lo make representations to the 
government about proposed rate changes. The 
rats proposals are not subject to review by an 
indeperident regulatory body. Since the rate setting 
jxocsss is not public, interested parties do not 
have access to the costing studies and other 
information underlying the rates. Some comjtetitors 
allege that standard letter mail rates cross- 
subsidize competitive services such as courier and 
jcarcel services. According to Canada Post, the 
competitors' allegations are unfounded. 

Canada Post can and does enter into discount 
agreements with bulk mailers seeking government 
efljprovaJ of the disoounts. In addition, CPC can 
offer experimental services tor three years without 
seeking government approval of rales. 
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AutlMNTity tti purdnsa tuBoHart, corMHors, and 
custotnan 

Subject to the federal gcftf^ernment’s concurrence. 
Canada Post cai purchase suppliers, compelilors. 
and customers. For example, Canada Post recently 
acquired 75 percent of a major Car^adian ccxirier 
company, Purcrfator Courier Limited. Acquisitions 
are subject to review by the Bureau of CcHnpetition 
Policy — Canada’s competition watchdog. 

Joint ¥afltures. sutoldlaHas, companlas puretiasad 

As noted above Canada Post has purchased 
PurolatCK Courier Limited. CPC is also a partner in 
a consortium called UBi, vwth Le Groupe \fid6otron 
Lt6e, Hydro-Quebec, National Bank of Canada. 
Loto-Quebec. N^deoway Communications Inc., and 
Hearst Corporation. UB! is conducting a residential 
information hi^way trial, providing interactive 
services to 34,000 homes over a cable television 
netwc^. Canada Post also has an alliance with the 
Canadian Imperial Bank of Commerce to provide 
automatic teller machines in certan corporate retail 
outlets. 

CPC has also entered into partnerships to sponsor 
some commemorative stamps — for example, 
advertising has appeared in the selvage of some 
issu^. A recent booklet stamp commemaating a 
Canadisn department store was sponsored by 
several companies. Athough the stamp and its 
selvage bore no advertising, the booklet acknowl- 
edged the sponsors. The corporation has 
sponsored contests in partnership with Air Canada. 
To participate in a contest for free airline tickets, 
one had to enter by mail, necessitating the 
purchase of postage. 

G. Emptoyimst 

Wage sattlaniant 

Ninety percent of CPC’s employees are subject to 
collective bargaining a^eements. CPC has had a 
history of costly strikes since the Crown cwpora- 
tionwas aeated Undoubtedly, strikes, or 
situatiixis when strikes are likely, have resulted in 
business lost to competitors. 


The collective bargaining process involves a 
number of stages. First, if collective bargaining is 
not successful, the Minister may aii^int a 
conciliation officer with a deadline to prepare a 
report far the Minister. It the conaisation officer is 
unsuccessful, the Ministo’ may appoint a 
cxxidfiation bo^d. The board prepares a report 
that is submitted to both parties and may be made 
ixiblic. The parties may agree in advance that this 
rep(Mt w4ll be binding on both sid^. If still no 
agreement is reached, parties may strike or lock 
out sev^ days after parties receive the board’s 
repc^. Binding ^^bitration cannot take plac^ unless 
both parties agree. Differ^ces related to the 
interpretation, application, or alleged violatim of an 
existing collective agreement are settled without 
work sfc^>page by arbitration or other methods. 

CPC’s vrtllingness to push negotiations to the limit 
has undoubtedly led to lower wages than if CPC 
had settled quickly. In addition, some of the past 
labor troubles were related to technology issues 
rather than wages. Canada Post’s ability to use 
high speed sorting machines and other technology 
has benefited CPC. On the negative side, CPC’s 
tou^ bargaining may have hurt employee morale 
by negatively impacting productivity. For example. 
Canada Post’s unions are notorious for filing large 
numbers of grievances. According to recent media 
reports, approximately 150,000 grievances (cdx>ut 
three per employee) are outstanding. 

The labor situation has improved significantly since 
the 1980s. The Canadian Union of Postal Workers 
(CUPW) represents 38,000 of CPC’s 54,000 
employees. CUPW and CPC apparently have 
negotiated a new agreement prior to the expiration 
of the ewsting agreement — an unheard of 
development in recent years at CPC. 

Job protection 

M unionized employees have job security (i.e., no 
layoffs). Incentive buyout programs have 
used to reduce the labor force. Buyouts haw been 
an important factor in the reduction of the labor 
force to 54.000 employees from 63,000 six years 
ago 
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According to Canada Post, during the past 10 
yeas, mail processing eBdenoy has increased 
from 242 pieces per hour paid to 321 pieces per 
hour paid, in the same period, letta carrla 
efficiency has inaeased tom 43.9 points of 
delivary per hour paid to 54.1 points of delivety pet 
hour paid. 

CUPW and Canada Post have a Service Expansion 
and Workplaoe Development Committee. CPC will 
provide $3 million CanacSan ($2.1 million U.S.) for 
the use of the committee. The committee's 
mandate is to identify ways of enhancing customa 
satisfaction, business growth, and opportunities to 
create addtional positions for the union’s 
membas. 

Wi(*|irMilimB 

Premiums had become inhaent in the post office 
wage structure fa three reasons: ( 1 ) monopoly. ( 2 ) 
essential service, and (3) govanment manage- 
ment. Accading to Canada Post, the premium in 
basic vrage rates has been aiminated; wages ncFw 
meet industry nams. On avaage, letta carriers 
ae paid $16.07 pa hour ($1 1 .25 U.S,), maorized 
mail drivas ae pad $16.51 pa hour ($1 1.66 U S ), 
and mat handlers ae pad $16 50 pa hour ($1 1 ,65 
U.S.). 

The reduaion in the wags premium was a gradua 
process ova the 14 yeas following aeation of the 
Crown corpaaion. The process was cftaactaized 
by complex and difficult laba negotiaions. 
resulting in work stoppages and aaimonious laba 
relations. Accading to Canada Post, only some 
non-wage premiums still exist, regaang working 
conditions (e.g., cleanup time) and work mles that 
deal with overtime and part-time and casual laba. 

CoaiMmtfloii 

With respect to compensation, the caiective 
agreements ae national with no regional 
asparities. Incentive plans do not exist fa 
employees subject to caiective agreements 
because the unions do na lava the plans. Some 
sales employees and management groups ae on 
an incentive plan. The incentives relate to capaae 
performance, Inavidual performance, and quality 
of service. 


The Act permits employee ownership of 143 to 10 
pacent a issued shaes a the Capaation, 
However, there has been no issuance a shaes to 
date and none ae expected in the nea future. 

H. Fhiancial 

Pensiom 

CPC's em| 3 loyees ae jjart a the Canadan fedaal 
govanment's pensitsri plan. From CPC's paspec- 
tive, any unfunded liability is an obligation of the 
fedaal govanment. 

An Employee Termination Benefit Fund exists. 
Employees ae entitled to specific termination 
benefits based on saary ter^ls at the time of 
lamination, as provided unda coliective agree- 
ments and conditions of employment. The CPC 
liability at this time is $400 million Canadan 
($282.5 million U.S.): the obligaion is funded. 

Tlw Manes sheet 

CPC has been a financially self-sufficient Crown 
(xirpaation since 1988. C^ada Post has no 
access lo govanment funds a capital fw 
opaating shortfalls. The corporafion plans for a 
posifive balance sheet. Canada Post's corporate 
plan is famulated in accordance with the finsincial 
Mministfalion Act, the Canada Post Corporation 
Act, and other fedaal acts and regulations. 
Barowing limits ate approved by Parliament. The 
barowing plan, within the limit, is approved by the 
Minista of Finance. 

CPC pays cfviifends to the govanment when it 
eans a jxisilive net income. The last time it jsaid a 
dividend was in FY 1992-93, The corpaate goal is 
a 14 jDacent raum, which is simila to otha 
regulated industries in Canada. 

TltsliiM 

As noted above, CPC is subjea to fedaal income 
taxation. Canatfa Post is na subjea to provincial 
taxes. CPC pays grants in lieu of taxes to 
muadpalities with respea to local property taxes. 

Access to cspttsl marirets 

The fedaal government can lend money to CPC. In 
addition. CPC may borrow private capital on the 
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credit of the corporation. CPC's status as an agent 
of the federal gov^nment allows CPC to obtain the 
interest rates available to the go'i^nment of 
Canada. Currently, CPC has long tarn debt 
payable to the federal government ($80 million 
Canadian. $56 5 million U S ) aid ^5 million 
Canadian ($38 8 million U S ) in bonds maturing in 
2)16. 

Control of troisuror evtr invostmonts 

The Boad of Diredas has considaable taitucle 
vwth regad to its investment policy. However. CPC 
is not permittecf to invest in publicly traded stocks. 
(Its purchase of Rjrdator involved some creaive 
steps to gel arcxjnd friis limitation). 

I. BBSt Pradleec/Lttsoiis Loarned 

CPCs experience ts particularty relevant to the US 
P<Kta) Service. Both admimstralions provide postal 
sauces in North America, both face simila 
fcHJSiness, social, and cultural environments. 
Alternatives to traditiona postal services are rapidly 
emerging in both countries, creating a powerful 
need for the Canadian and U S postal administra- 
tions to be flexible and responsive to emerging 
mari<et developments. 

In light of the Canadian experienr^, lessons 
learned and best practices with respect to 
corporatization and deregulation are: 

• Privatiziltafi it not essontial. However, more 
corporate freedom than is typically assoaated 
with a government department is ailical. In 
Canada, the Crown corporation appears to 
serve this puipose without creating the contro- 
versy that can flow from traisfernng what is 
often perceived to be a public service to the 
private sector 

• TKlUy pilvttiB tome oporalient. Although 
Canada Post is owned by the government, 75 
percent of CPC’s retail outlets are operated by 
private businesses. In addtlion. CPC offers 
discounts to encourage bulk mailers to prepare 
letter mail for processing. The tadt privalizatiw 


of some operations reduces the controversy 
associated with privatization. 

» Opente on a ttlf-sustalning finaneial basis. This 
imposes discipline on corpaate managers, 
particularly when there is a limit imposed by 
competitors and pxjblic opinion on rate in- 
creases. 

• Pnpara finaiieial stateiMi^ bi accordance wINi 
Qonorally aecoptod accounUng principles. This 
provides a universal benchmark for judging 
whether or not operations are self-sustaining. 

• Rite foguMloa should not ho onwous. In a 

coTipetitive and rapidly changng communica- 
tions environment, the postal administration 
should not be hamstrung by a lengthy regula- 
tory process, In addition, competitors should 
not have access to commerdaliy sensitive 
information through the regulatory process. 
Canada Pc»l has the flexilality to negotiate 
disccHjnts outside the government's rate review 
process bulk mailers who prepare letter mal 
for processing. Although a timely and flexible 
rate review process is key. rates must also be 
seen as fair and reasonable in light of the 
postal administration's monopoly powers and 
market dominance for certain services, 

• . Accept ecffliMiltion at a fact of IHa. Rather than 
trying to prevent competition through heavy- 
handed enforcement of the monopoly provi- 
sions, postal administrations should adapt to 
the competitive marketplace. For example. 
m(%t of CPC's retail outlets are operated by 
private businesses, providing more conven- 
ience for customers in addition, Canada Post 
has developed new services to meet the mar- 
ketplace's demand tor time-sensitive delivery 

• Embrace m« eemmunfcations tmi mail procetsinQ 

l•chmlogy. Postal administraticns must be- 
come effiaait and productive to meet the 
challenge of alternative communications meth- 
ods. For example, Canada Post offers "hybrid" 
mail service — a combination of electronic and 
traditional hard copy mail. 
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France 



A. Corporate ProMe 

Etablissement Pi^ic U Poste {U Poste) Is the 
Frencti national postal service and Is one of the ten 
largest organizatlOTS \n France, in 1991, the French 
postal service separated from its t^ecommunica- 
tiais counterpart and left the French Administration 
to become an Etafirfissement Public. La Posie 
^ploys 300,000 staff and handles approximately 
23 billion pieces of mail per year 

In FY 1994, tot^ revenues of La Pc»te were FF 75 
billion ($14.3 billlOT U.S.),^ of which FF 55 billion 
($10.5 billion U.S.) was generated by Mail Services 
and FF 20 million ($3.8 billion U.S ) by Financial 
Services. Financial Services includes banking 
deposits and inaarance sales Net income was FF 
60 million ($n.5million US.). 

71% standard letter mail rate is FF 2 80 (530 U.S.). 

As a result of the 1991 reorganization of La Poste 
as an Etablissement Public, the organization is *oft 
txjdget,* allowing La Poste additional freedom to 
manage its own finances. The FYendi state, 
however, is the sole owner of the corporation and 
generally maintains closer control over its activiti^ 
lhan in many other counlnes surveyed. 

In spite of the wave of privatizations sweeping 
through France's state-owned industries, there has 
been little talk of privatizing La Poste. 

B. Owneithip, Structure, and Orguizition 
CorporattzadOA 

La Poste is managed by a Board of Administration. 
The Board includes seven representatives 
ai^X)inted by government, seven "qualified" 
r^esentatives, seven representatives from 
the work force. Qualified members are designated 
by the government based upon their specific skills 


and typically Indude business executives (e.g., the 
CEO of a bank (X insurance company). 

Although Its reorganization as an Etablissement 
Public separated it from the centra French 
Administration, La Poste remains under the 
oversight of two French ministri^; the Ministry of 
Industry and the Ministry of Finance. 

The Ministry of Industry, through its Direction 
G^rale des Postes et Telecommunications, 
exerdses the regulatory role. The Finance Ministry 
retans considerable control over financial 
p0f1(xmance. Rnandal perlorm^ce is determined 
throu^ ratio targets (e g., debf/equity ratio) 
defined in a “Contract Plan' signed between La 
Poste and the French Budget Department. 
Compared with a number of oth«' postal services 
throughout Eurr^e, La Poste is amtfolled quite 
reslhciively by government. There are no plans to 
liberalize the existing regulatory structure, 

C. Sucial Responsibility 

Social obllgatiofl Mined 

La Pc^te must provide basic mail delivery service 
throughout France at a uniform price. As a public 
service provider, it is required to show no 
discrimination between users. Any new Financial 
Services must be provided universally. 

France has rural regions with low population 
density. Despite a number of attempts to limit the 
numbw of postal counters within rural districts, La 
Poste IS still oWiged to maintain rural deliveries and 
a minimum number of community post offices. 

As elsewhere in Europe, the issue erf community post 
offices generates much public interest. Public 
opinioo in France strongly supports the maintenance 
of the status quo. The Prime Minister has made 
personal statements guaranteeing commitments to 
community post offices. Nonetheless, the obligation 
to maintain community post offices has been diluted 
in some areas by a reduction in the hours of rural 
post offices and the delivery of post^ services from 
agents based a! home. 


* 8«B«d on January 2S. 19K exenarge rala of SO.idiO (U S.). 
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La Posted retail netwc^, including the number of 
outlets, has not changed significantly in the last 10 
years, 

Mail delivery is required to be provided six days per 
week. 

The obligations of La Pcste can be traced through 
to the Fr^TCh constitufiwi which rer^ires equ«d 
treatment for all citizens by the French state, 
ITirough a number of ccHjrt decisions, this 
constitutional obligation has been interpreted to 
require that La Poste provide good quality postal 
services a! prices that reflect the costs of provicSng 
these services. A 1990 law explicitly defined the 
soda! obligations of the public postal service 
provider. The three year plan ("Caitract Rstfi”), 
vrfiich La Poste negotiates with the French Budget 
Ministry, sets out these obligaiions in qualitative 
and financial terms. 

D. Scope of Monopoly 

The monopoly is defined by law and applies to 
letters and parcels weighing less than one kilogram 
(2.2 pounds) Newsp^^ers and unaddressed 
advertising mail are not included in the monqx^. 

The monc^y over fetter mail is limited to *pfivate 
correspondences.' However, since letters are 
sealed against inspection, it is impossible to 
determine whether or not the contewits are private 
correspondences La Poste has complained that 
this loophole in the statutes has made enforcement 
of the monopoly difficult and has led to the 
(possibly illegal) entry of international and domestic 
competitors. 

In response to competitive entry. La Poste formed 
Chronopost in 1986. a partnership with a private 
sector airline (TAT European Airiines) which is now 
the leader m expre^ mail with revenues of FF 1.7 
billion ($324,7 million U.S.). La Pcste is the main 
shareholder with 66 percent of equity. This 
partnership betwewi the public a^d private sectors 
has allowed the joint venture company to operate 
largely free from administrative rules regarding 


finanang and p^onnel. IT^ joint venture has 
t>e«^ a commerdai success 

La Poste has a monopoly in its use of postal 
network counters (retail outlets). The ©rc^ption to 
tNs rule IS Chronopost who may also use La 
Paste's retail network tor its express mail collection 
and delivery. 

Mailtex exclushiHy 

There is no mailbox exdusivity. 

E. CompeWiM 
Prsttfiea of Minp«tttton 

The arrival of international cojriers in the mid- 
1980s obliged the French aithorities to open up 
first Uie international express delivery market and 
then the domestic express market, although the 
one kilogram (2.2 pound) monopoly limit still 
applies to parcels 

The competition which has emerged ov©’ the last 
ten years comprises; 

« international competitors like DHL. Federal 
Ei^ess and UPS (which has also acquired a 
number of domestic French delivery agents): 

• French delivery and transportation companies 
in parcel ddivery over the 2 2 pound limit: and 

• canpetition from alternative forms of commu- 
nication. La Poste estimates that revenues of 
FF 2 billion ($382.0 million U.S.) are lost each 
year to the use of faxes 

Pmsrt diseouiitt 

VSfithin the reserved service area, reduced tariffs are 
available from La Poste for companies that presort 
their mail La Poste and France Telecom also lease 
adcfress lists and customer lists to private sector 
ojmpanies. 
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Pridng nid ra^lory ountlgM 

Tarilfs for monopoly sarvices (lettos and p»c8ls 
up to 2.2 pounds) must be consistent with the 
objectives delined in the Contract Han and 
authorized by the Ministry of Industry (DPT), 

There is no regulation defirang limits on prices 
charged for monopoly services, however, under the 
current agreement with the Ministries of Incfostry 
and Finance, inaeases in these rates will be 
pegged to the retail price index through 1997. 

Tariffs for non-mono(X3ly senrices are not 
regulated: however, the two ministries must be 
advised of price changes. 

La Posts admits to the existence of ctoss- 
subsidies from the protected letter market to the 
competitive newspaper delivery service. Competi- 
tors in the expedited delivery industry also argue 
that La Posts does not charge its joint venture, 
Chronopost, ail of the tme costs of providing 
express mail services (i.e.. the transfer prices are 
'cooked*). La Posts disputes these claims. La 
Posts has also faced an antifrust complaint 
regarding the issuance of insurance policies. The 
complaint was rejected by the EC in January 1995. 

Major management Initiatives must be inducted 
within the Contract Plan and are therefore 
effectively subject to review and agreement with the 
government. Purchasing is subject to public sector 
niles requiring a process of open bidding. 
Purchases above a certain level must be done 
through a competitive process. 

Joliit malum, suMdtairitt. and cantjanlst puieliamd 

While there are considerable restrictions on La 
Poste's management freedoms, the service has 
nonetheless been able to participate in a number 
of joint ventures, Chronopost Is the most signilicani 
examjile. La Poste Is also a member of Global 
Distribution Express Worldwide (GDEW), an 
international express and remail company which is 
a joint venture between five postal administrations 
and TNT. 


Other joint ventures have been undertaken with a 
mix of private sector and public sector companies 
indurSng: 

. Mediapost - direct mall marketing throu^i mail 
databases in partnership with GMF (an insur- 
ance compaiy); 

• Somepost - distribution of postal equipment 
and export of postal technology; 

• Sogepost - finandal products and manage- 
ment of mutual funds; and 

• Dynapost - an integrated processor of 
corporate mail. 

G. Empleyinent 

Waga tcHItflimt 

La Poste employs 300,000 people throughout 
France and its overseas terrttories. The rural and 
urban post office retail outlets are staffed by La 
Poste employees, which inflates the numbws 
considefably relative to other postal administra- 
tions who have franchised out their domestic retail 
network. 

Most of these employees are civil servants subject 
to all public sector rules regarding terms and 
conditions and salaries There are some incentive 
programs that are uniquely available to postal 
employees, including performance premiums and 
commissions on the sale of finandal and 
Insurance-based products. 

La Poste employees can strike as a last resort If 
labor negotiations fail. A particularly damaging. 
jXistal strike in 1974 substantially interrupted the 
economic life of the country over a period of 
several monfhs and is still uppermost in the minds 
of dedsion makers when there are any negotia- 
tions on pay. 

Job jirotacUon 

Employees of La Poste are viewed as having job 
secunty. 
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H. FimiicM 
ftlttlORt 

Pensions for employees of La Poste are the 
responsibility of the State and there is no sepa^-ate 
pension fund. La Poste is charged the current cost 
of pensions (ai^oximately 27 percent of toud 
salary expenses), rather than the charge being 
based on a funcSng of current and future commit- 
ments. 

The unfunded b^ance of pensions has not been 
estimated but v^ld be sutetantial. It could not 
possibly be absorbed within La Posle's balance 
sheet without creating considerable negative net 
equity. 

There is a specific private fund for medical liabilities 
^ared bet>A«en La Poste and the telecoms 
company, but the bulk of medical liabilities faHs within 
ttie national social security system. 

B^nea sheet 

La Poste is not profitable, having registered 
r^ative net earnings in tv^ of the last three years. 
The finanda! sovices aspect of the business is 
particularly unixofitable. The mail side of La 
Poste's business is now (1993-94) generating 
relatively smsdl profits, but not suffident to balance 
the losses encountered by Finandal Services. 

There is no provision for the payment of dividends 
to government, 

Tam 

La Poste is liable for income taxes, but has not 
historically paid any significant amounts due to its 
finandal losses. La Poste must also pay local taxes 
— real estate taxes and a "professional tax" related 
to the industrial activity of the company 

Postal and finandal services are not subject to the 
Vdue Added Tax (VAT) in acccxdance with current 
EC guidelines. 

ftectts to captM mtfMi 

La Poste is able to access private capital markets 
to manage its significant cash flow fluctuations 


I Bast PrecticM/Ltttoin Loarmd 

Although there haw been moves to transfer power 
from central government to the pcsial agency. In 
practice the influence of the government over majcx 
managerial dedsions remains strong. 

The scxpe of the reserved area is c^ite large (up to 
2.2 pounds), but La Poste's statutory protections 
are limited by the practical difficulties of enfordng a 
monopoly only on private correspondences. 

The French governm«it has taken a generally 
conservative approach to liberaiizatton of the 
postal sector anid to reductions in the bureaucratic 
controls over its postal operator. Int^estingty, ttm 
government has, however, allowed La Poste to 
pursue an aggressive policy of responding to 
competitive entry, particularly in the expedited 
services market. La Poste has formed a number of 
joint ventures with private sector firms which have 
been permitted to operate freely. Ctwonopost, in 
particuiar, has become the market leader in 
ei^ess services. 
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A. Corponta Pralite 

On January 1, 1995 the German postal service was 
commerdalized and renamed Deutsche Post AG 
(Deutsche Post) Deutsche Post is the largest 
employer in the German sen/ioe sector employing 
more than 360.000 people. In 1993 Its predecessor, 
the Deutsche Bundespost PostcHenst (Postdenst), 
handled 18,946 million Items ot mail induding 846 
million parcels and 8,385 million tetters. Postdenst 
maintains 20,000 post oftice retail outlets. 

In 1993 PostdiensI recorded an operating loss of 
173 million ($114 million U.S.),' due mainly to 
losses in the new federal stales which joined post 
unification in 1990. The loss Is increased substan- 
tially to DM 1 .7 billion ($1.12 billion U.S.) when 
account Is taken ol the spedal turnover tax (a 
contribution to the federd budget) of 10 percent 
Though details on the performance In 1994 are not 
yet released, the chairman has indicated that there 
have been improvements in turnover and costs 
which are eifieded to result in a “good" operating 
profit. 

The letter monopoly currently covers all letters and 
postcards charged less than 10 times the standard 
letter rate, which is currently DM 1 (66t U.S ). A 
standard letter Is deiined by size and must not 
weigh more than 20 grams (0,7 ounces), 

B. (HrMitMp, Straciw*, (Ml OigaiiiatiM 
CerfMiattEitkM 

The German postal service is undergoing a period 
of fundamental organizational change. 

The first reform iniliailve, which was launched 
under the heacing "Postreform I" in 1989, resulled 
In the organizationat separation of postal setvioes, 
postal banking, and telecommunications The 
operational management was delegated to the 
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newly created entities which remained, however, 
part of the federcy administration 

After Postrefomi 1 , a new Board of Directors with a 
number of new members from the private sector 
initiated the movement towards lirwicial accaunt- 
ability, with pnvate sector m^agement and 
accounting practices. 

A number of commercial reforms have occurred. 
Deutsche Post AG has been reorganized into four 
groups: letters, cargo, post oflicos, and new 
business segments. A significant reclassification 
effort simplitied the letter service offerings. A new 
parcel network, induding 33 break bulk fadlities 
and 480 deliveiy bases, is cunently being built. 

Post offices are now allowed to offer a wider range 
ol products. In a recent pilot project, 500 postal 
agencies were opened in grocery shops and gas 
stations. 

At the beginning of 1995, "Postretorm II" trans- 
lormed Posidienst into Deutsche Post AG, a pubiio 
corporation which, for now, is 100 percent 
government owned. The explicit aim of the 
government is to prepare Deutsche Post AG for 
privcffization, which ccxid occur as srxxi as 1997. 

The commercialization of Deutsche Post re<(ulred a 
two-thirds vole of the German Bundestag to modify 
the Constitution. The new wording of the Constitu- 
tion guarantees the provision of universal postal 
services which are appropriate and sufficient. 
Oarllication ot this and other policies governing 
postal activities is found in the iaw for the 
Reslivcturing ot the Postal Service and Tefocom- 
munication. 

M least until 1997, the main responsibility for 
regdating Deutsche Post remains with the federd 
Ministry for Post and Telecommunications (BAPT). 

All of the 20,0(X) post offices in the retail network 
are owned by the Deutsche Post AG. Due to a 
reduction in the demand tor retail senaces 
(estkiiated at 30 percent from 1990 to 19^), the 
postal administration has been gradually dosing 
post offices for some time However, its stated 
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policy IS to ensure that the radius lex each post 
office will be no greater than 2 kilometers (1 .2 
miles), Deutsche Post has also be^n testing 
post^ franchises, for example thc^e in grocery 
stores and gas stations, to reduce the cost of tf» 
retal netwwk. 

C. SocM RMponsrbiNly 

Social abHgaHoii iMImiI 

The universal service c^igalion is inducted in the 
Constitution and ctefined by federal law which 
requires Deutsche Post to ensure equal access to 
postal services for customers in botti rural and 
urban areas. 

AJI monopcMy services must be offered at a uniform 
rale. However, prices for these services must, to 
the extent possible reflect marker conditions. 

Ihe BMPT defines all other soaai responsibilities of 
Deutsche Post. Currently these include delivwy six 
days per week and special rates (or books and 
blind persixis. The only mandatory, non-res^ved 
service ts acceptance of parcels at all post offices. 

D. Scope of Monopoly 

The definition of the reserved area (the moncsx)ly) 
has hisic^ically been fairly broad by internaticxial 
standards, covering virtually all mail delivery except 
parcels In part due to the efforts of the Eurc^>ean 
Commission, it has been narrowed in recent years. 
Alihough private sector couriers have operat^ in 
both the international and the domestic markets for 
many years (UPS's strongest foothold in Europe is 
in Germany), they were only legally recognized in 
the late I980s Armed with the Treaty of Rome and 
other European laws that restrict anti-compelitive 
activity, these companies have worked for maiy 
years to pry open the lucrative German postal 
market. Due to their efforts, and to the efforts of the 
European Commission, the scope of the monopoly 
has been narrowed somewhat in recent years. 
Deutsche Post has fought to maintain its monopoly 
protections In fact, the corporation recently filed a 
suit against a numbw of companies (Federal 
Express, DHL, some postal administrations, and 


oth^s) to protect what it views as its monopoly on 
outbound international mal. The suit also named 
GOEW, of which Deutsche Post is a founding 
member Thus. Deutsche Post is, in effect, suing 
itself for violation of the monopoly. 

The current mon<^oly includes the delivery of all 
letters and postcards priced up to 10 times the 
standard letter r^e (DM 1. 662 U.S.). Pa^cel 
ddiveries are not protected. 

Dfradmil 

The Minister for Post and Ti^ecommunicalion can 
^ant licenses for private companies to offer 
services within the reserved area. In late 1994, the 
BMPT for the first lime licensed private companies 
to d^iv^ advertisements and printed matters (bulk 
mail) pieces that weigh more than 250 grams (8 8 
ounces). The action opened approximately one- 
quctfler of the estimated DM 3 billion ($2 billion 
U.S) market In bulk printed matter to competition. 
There has also been talk of lowering the minimum 
wei^t Ihr^hold to 100 grams (3,5 ounces) in 
1996 This would expose approximately 10 percent 
of Deutsche Post’s revenues to competitive entry. 

MalttKtz axclutIvHy 

Access to mailboxes is not restricted in Germany. 

E. Competition 

Pretenee ot competition 

The liberalization of bulk mail was a result of the 
lobbying of the delivery warehouses 
(VersandhSuser) which now hold the licenses. 
However, additional pressure has been exerted by 
the remajling activities of international carriers and 
neighboring postal services, mainly the Nether- 
lands and some east European countries As a 
reaction to this increased ccxnpetition and in 
anticipaiion ot the liberalization, Deutsche Pest has 
already begun to offer generous discounts to its 
bi'^gest mailers. 

Cross-subsidization from the reserved services to 
the competitive sendees is allowed as Icxig as it 
does not undermine competition as a result of long 
term and significant pricing below costs, in the 
latter case, BMPT can instruct that appropriate 
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changes are made to the tariff and m% ulfimately 
refer the issue to the Federal Antitrust Cothmission. 

Direct competition in the postal crDre business has 
previously been limited as there was (and still is) 
no downstream access for private carriers. 
Deutsche Post does however see a major threat in 
alternative forms of communication, in t993, an 
estimated one million fax machines sent approxi- 
mately three billion taxes. This compares to a 
delivery volume ol nine billion letters and post- 
cards. With the accelerating liberalization in the 
telecommunications sectors, other services, such 
as e-mail, video conferencing, and voice tele- 
phone, will become more sophisticated and 
cheaper, further eroding the postal service's market 
share. 

F. RegttMkm/MaiMOMM FraMom 

PiMiig and legnhterY otianlgM 

As regulator, BMPT defines the reserved service 
and the infrastructure obligation and approves 
tariffs. There is no dear pridng policy in place, with 
the Ministry currently considering the introduction 
of a price cap. 

While BMPT has the main responsibility for 
regulation of Deutsche Post, BAPT controls the 
ownership rights and is responsible for organizing 
the transition to the private sector. BAPT was 
created and is supervised by BMPT and is the 
body which would be responsible for any capital 
market transactions ol Deutsche Post. It also 
negotiates with the unions. Hence, in terms ol 
employment and wage setting, Deutsche Post is 
not yet complstely independent 

JtiitlMitly to pwolmo topiditis. eomiMaiots, aad 

eastooiMS 

In terms of procuremenl, mergers, and acquisi- 
tions, Deutsche Post may act as though it were a 
private sector company. It is nrd dear yet how 
boldly this freedom will be used in the future. To 
date there have been no acquisitions and the only 
strategio move has been the foimation ol EMS 
Kurierpost which now competes with private 
ctxjrier services. 


Deutsche Post AG uses open bidrf ng processes 
lor procurement. However, it Is not subject to 
governments procurement policies. 

G. EniiilOfiiiMd 

MuMlini 

The responsibility for industriS relations currently 
lies with the Agency for Post and Telecrjmmunioa- 
tions. Civil servants are not Slowed to stnke. Other 
employees, however, can and have. 

The power of the unions in the posts sector has 
traStionSly been strong. Even aftw the separation 
of the posts service, the tSecom, and posts 
banking, the posts union continued to represent SI 
three companies' employees, 

OverSI, employees have secured a higdi levs of 
benefits since PosirSorm II The unions used 
strikes and politics pressure on the opposition 
party, the SooS DemocrSs. to achieve this Sm. 

H. FliincW 

PUItlOIIS 

The German posts administration has a Isge' 
unfunded pension liability, estimSed S over DM 60 
billicn ($40 billion US). If SI the pension liabilitfes of 
Deutsche Post were to be put on its bSance sheet, 
the posts service could not have become a jxjblic 
company due to a significant negative net assS 
jxrsitlon. To solve this problem, sepsSe funds 
have been creSed which are liable for pension 
payments and support payments The funds will be 
financed by dividends and proceeds from 
pnvatizsion. Affer a fransitionS penod, Deutsche 
Post will have to contribute payments S a rate 
which IS capped by the rse of jsayments fypicSIy 
experienced in fhe privSe sector. The government 
ultimSSy guarantees the payment al penScxis and 
scpport by the Fund, 

TanUen 

Beginrfng in 1996, the speciS tax (f 0 percent of 
turnover) will be abolished and norms taxation of 
profit win apply. However, the posts service is not 
subject to the VSue Added Tax (VAT) sid. under 
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present European Commission legislation, is sheer of carrying the unfunded liability, is a 

unlikely to be subject to VAT In the fcxeseeable paticularfy interesting feature of the restructuring, 
future 


Accew » eapHai marints 

The company can access fmds on the capita! 
market bui its acsions are subject to agreement by 
the annual Genera Assemtty. The post’s subsidy 
from Deutsche T^ecom AG wll be eliminated in 
1996 . 

DMduids 

In pfifKaple, Deutsche Post AG will earn a profit and 
pay dvidends like any oth« public company. 
Howevei for the fcfreseeaWe future, the corpora- 
tion wll commit any profit it earns to finance its 
pension and support liabilities. 

AntHrust 

The pc^tal service in Germany has not been 
challenged by the German antitrust agency. 
Howe^^. extensive lobbing by the European 
Commission and industry assodaticwis In Gamany 
has put pressure cmi the Ministry for Post and 
Teieccxnmunication to liberalize. 

1. Bttt Practicai/Lessoitt Learned 

There have been substantial changes in Germany 
over the past six years. Pressure for change has 
come from inaeasing competition resulting from 
improved and innovative tefecommunication 
services, the remail activities of private operators 
and neighboring postal services, and through 
pressure from the European Community. 

Despite the uncertain environment, the German 
posted service has been considerably restructured 
and the management is endeavoring to transform 
the btggest German service company from an 
organization of civil servants into a i:xivate 
company The new regulatory structure is not dear 
and is a compromise, resulting from the required 
broad consensus needed tor changng the 
constitution. 

The of a special pension fund, to avoid the 
significant impad on Deutsche Post’s balance 
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The Netherlands 


nederland 


k Corporate Profile 

The Dutch Postal Service, PIT Post BV. is c»ie of 
two divisicwis (the other being PIT Teleaxn BV) of 
the holcjing ccxnpany Koninkli^e PIT Nederland 
NV ( KPN”) Currently, the government owns 70 
perc&nt of KPN's shares. The other 30 percent of 
the shares are traded cxi the Amsterdam Stock 
Exchange. 

PIT Post BV maintains a monopdy ov^ the 
delivery of letters via its exclusive concession with 
the governm^t. Approximately 55 percent of PTT 
Post's revenues are earned from services outside 
the scc^e of the exclusive concession. 

Total revenues ol PTT Post inaeased from NUG 
4,700 million ($2 774 million U.S.)^ »n 1991 toNLG 
5,400 million t$3 187 million U S.) in 1993. In the 
same penod, operating income and net profit 
rnaeased from NLG 355 million ($210 million U S.) 
and NLQ 260 million ($153 million U.S.) to NLG 460 
million {$271 million U.S.) and NLG 370 million 
{$218 million U.S.), respectively. 

The number of employees decreased by 4.000 full 
time equivalents to 56,000 in 1993. Total mail 
volume increased from 6,150 million items in 1991 
to 6,225 million in 1993. The basic rate for a 
domestic letter of up to 20 grams (0,7 ounces) is 
NLG 0,80 (47« U.S.). 

B. Ownership, Structure, and Organization 
Corpontnation 

KPN became a whc^ly government-owned 
corporation on January 1 1989 in June 1994. the 
corporation issued shares equal lo 30 percent of 
equity on the Amsterdam Sioc^ Exchange. The 
Dutch |X)staj service is the first postal administra- 
tion in Europe to be partially privatized. A hjrther 
issue of approximately 30 percent is due in 1996- 
97, reducing state ownership to less than 50 


percent. The government has stated that it plans to 
hold at least 30 percent of the shares in PTT Post 
until 2005. The government also retans an option 
to acquire preference shares m order to retain a 
majority of the voting rights. 

Financial nnndata 

PTT Post is a profit-making corporation. Ho\A«vef. 
Its ability to earn profits is to some extent limited by 
a cap on monopoly (concession) prices equal to 
the increase in the Dutch national wage index. 

MantgemenI stnictura and board ovsrsigM 

The Board of Directors consists of five persons and 
the supwvisory Bo^d comprises seven to nine 
persons. The Minister of Transport has the right to 
appoint three members, of which one is to be 
appointed in agreemenl wilh the Minister of 
Finan<« and one in agreement with the Minister of 
Economic Affairs The other memb^s are elected 
by the government appointees PTT Post reports 
annually to the Ministry of Transport on its 
executicxi of concessionary activities. 

Retail outlets 

There are two kinds of retail outlets offidai post 
offices and representative offices (small offices 
often located inside shops) Wi outlets are 
organized in a joint venture called Postkantoren 
BV. The joint venture is owned by PTT Post (50 
pjercent) and the Postbank (50 percent), a 100 
p) 0 ’cent subsidiary of a leading Dutch financial 
institution, ING. The small repxesentative offices are 
operated on a franchise basis. 

Cooperation between PTT Post and Postbank 
dates back to when both companies were fully 
state owned. Postbank was privatized in 1986 and 
merged with the NMB Bank m 1989 rnto NMB 
Poslbank which merged with the Dutch insurer 
Nationale Nederianden into Internationale 
NedwIanden Groep (ING) in 1993. 

Postkantoren BV receives a fee for each transac- 
tion according to the added value it provides. Apart 
trom Poslbank (50 percent of all transactions) and 
PTT Post (30 percent), government departments 
are important contributors lo transactichs (e g . car 
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registratior^). Ttie two shareholders su{::^y a fixed 
sum as ar^ infrastructure fee. 

The pint venture was set ip as a separate entity to 
allow for a more market-oriented management 
approach. Recently, there have been efforts to 
upgrade the post offices by improving the interiors 
and adding more functions (e.g,, travel agencies). 

C. Soclil Be^wnslbllity 

Soaal responsibilities are set out in the general 
rules for PTT Post. These responsibilities include 
the provision of universal service at uniform tariffs 
aid domestic delivery six days a week. These 
sodal obiigations are 6}q^iotly defined in the 
concession a^eement. 

Obiigations to investors are defined by the general 
rules of the Amsterdam Stock Exchange. 

D. Scope ol Monopoly 
Extent of mnttpoly 

Dutch law defines specific mandatory services 
assigned to the postal acfrninistratlon. These 
indude; 

• the obligation to carry aH postal Items up to 10 
kilograms (22 pounds), induding those from 
and to other countries. 

• public services should be offered on the same 
conditions and tariffs nationwide; 

• minimum requirements regarding the density of 
post offices and boxes in urban and rural 
areas, 

» delivery every day arcept Sundays; and 

• next day delrvery for domestic mail. 

1he exdusfve (monopoly) nghts, which are granted 
under the terms of the concession, indude: 


• the carriage of letters up to 500 ^^s (1 . 1 
pounrte); 

• the installatioo of post boxes on public 
grounds; and 

• the issuance of stamps with the prxtrait of the 
monarch and the word 'Nederland'. 

Courier services are excluded from the conces- 
sionary benefits and exempted from the mandatory 
obligations in order to comply with Eiwqsean 
Community competition rules 

Direct mail is not part of the monopoly. 

Msltboi eietusfvtty 

Ihere is no ©xdusivity regarding deliwfy to 
mailboxes by PTT Post. 

E. Competition 

like other postal administrations, PTT Post BV 
faces Significant competition from tracfitional and 
electronic services. However. PTT Post is generally 
viewed as an aggressive competitor, particularly in 
the international market, probably the most 
aggressive of ail European postal administrations, 
in fact. PTT Post has been vocal in its support for 
other remail^s’ and express carriers' attempts to 
pry open the European international msul market 

Currently. PTT Post faces competition in several 
areas; 

• Letter Mail - Above the concession threshold 
(500 grams, 1.1 pounds). PTT Post faces 
competition from so called City Mail compa- 
nies. These companies have also attempted to 
bypass PTT Post’s exclusive concession by 
ddivenng lighter weigh! pieces The govern- 
mwit has responded with lawsuits that have 
effectively reduced the market share of City 
Mail companies to approximately two percent. 

• Direct mail and periodicaJs - PTT Post faces 
competition from loc^ delivery companies who 
also deliver newspapers door-to-door, PTT 
Post’s market share in direct mail is only 15-20 
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percent but this type of mail accounts for less 
than 15 percent of total mail volume. PTT 
Post’s market share in periodicals is 60 per- 
cent, Most remaining periodicals are delivered 
by a subsidiary of a large publishing company 
(VNU) 

• Parcels - PTT Post’s market share in parc^ up 
to 30 kiic^rams (66 pounds) is 40 percwit. A 
axnpetitor sen/ices approximately 30 percent 
of the market. In the long run, competition from 
non-Dutch competitors is expected. 

• Courier services - Competition is fragmented, 
v^ith more than 1 .000 cwnpanies active. PTT 
Post’s market share is 40 percent. 

• Logistics - PTT Post owns a warehousing and 
fulfillment company This subsicftary faces 
competition from a number of other lo^stlcs 
companies- 

Further liberayization of the market by the 
government vwH lead to a reduction m the larift level 
above which rival companies are allowed to offer 
courier services - from approximat^y NLG 1 1 90 
{$7,02 U.S.) to about NLG 7 50 ($4.43 U.S.). The 
European Union may also introduce more 
competition into cross-bord^’ mail traffic In the 
medium term, 

F. Begulalion/Managerial Freedom 

Prieing and regulatory ovtrsigM 

The following restrictions on PTT Post's concession 
apply; 

• Tariff-control system ■ Price increases may not 
exceed increases in the Dutch national wage 
index, Within this limit, PTT Post can set prices 
freely, 

• Announcement of general conditions - 
Changes in the ^erai postal conditiws are 
subject to consultation with a ccHTimittee, which 
comprises representatives of consumer, em- 
ployee employer organizations as well as 
representatives of targe ojstomers. 


• No aoss-subsidi 2 ing - Pric^ charged for 
concession (i.e., monopoly) services may not 
^bsidize non-monopoly services PTT Post is 
also subject to European Union antitrust iegis- 
tation 

• Univffsal service delivery - Postal services 
must be offered at a unitorm rate across the 
Nethed^ds, Volume discounts are permitted 
as well as discounts to individual large users. 
PTT Post is obliged to operate a network of 
post offices throughout the Netherlands. An 
agreement has been drawn up with the Ministry 
of Transport regarding the spread and density 
of this network, 

• Post COTTcession reporting - Every year PTT 
Post must supply the Ministry of Transport with 
a r^x>n regarding the actMties executed 
concernirtg the concession. Every two years 
PTT Post supplies the Ministry with the pros- 
pects for the next five years. 

Aulhoflly to purchase suppliers. eompetHers. and 
customers 

The iiberai regme in the Neth^iands provides few 
it any restrictior» on the activities of PTT Post, it 
can act like any other private company with respect 
to purchasing. PTT Post is also allowed to 
purchase suppliers, competitc^s, and customers, 
Below is a partial list of joint ventures and 
subsidiaries currently held by PTT Post: 

• Courier services - City courier Nederland BV; 
Win! Traffic Cojriers {100 percent); Geldnet BV 
(50 percent) (money transport); GD Net BV (18 
percent); and Global Distribution Express 
Worldwide (9 percent), 

• Parers - Leer dams Vervoers Centum BV (100 
percent). 

• Iniernaiionat mail handling ■ PTT Post 
Caribbean NV (100 percent): tnterpost Group of 
Comp BV (50 percent); and International Mail 
Handling (60 percent). 
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• Postoffices - Postkaitofen BV (50 pefcent): 
joint venture with Postbank., a sut^diary of 
Bank. 

• M^ket Res^cb - Geo-marktprofiel {35 
percent) 

• Direct Maii - Independent Mail BV (35 percent) 
and Mailprofs BV (50 percent). 

• Logstics- Logistfek (too percent). 

Employimat 
Wage lettlemenl 

Prior to its commerdaiiz^ion. wages within PTT 
Post w^e set by the government at relatively high 
le^s axnpared to industry norms. The working 
o^dtions wage lev^s were not atlected by 
the commerdalization. The pension fund was 
transterred in the commerdalization from the 
governmaital Algemeen Burgerli^ Pensioenfaids 
(ABP) to a new corporate pension fund. The 
pensicm fund is fully funded and is extmnal to the 
parent oxnpany 

KPN is the largest emf^oyer in the private sector 
and its wage increases are an unoffidal benchmark 
in the Netherlands, Large companies in the 
Netheriaids operate under Collective Labor 
Agreements (CLA), for which the m^agemenl 
bargains with unions A total of 99 percent of the 
workers are covered by this CI_A, 

In the event labor negotiations fail, a strike may 
occur The employer can go to cojrt and ask the 
cdjrt to force the workers back to work. Histori- 
cally, the courts rule in favor of the employees' rigit 
to strike but they can force the parties to reenter 
negotiations 

Job proloetion 

Latw relations In the Netherlands are b^ed on a 
much higher degee of oonsUtaticn between 
managem«it and unior>s than is the case in, fw 
example, the U.K. or the U.S, in gwieral. the record 
of relations with unions is good, although the 
company did suffer a strike among postal workers 
in Der^nber 1989. There are no region^ variations 


in compensation. Employees w»re offered shares 
in the 1994 p(43iic offering but the take up is not 
publidy known. 

CofflpentatloB 

A Stock option plai for the Bo^d of DirecKxs and 
a number of senior managers has been in place 
since June 1994. A maximum of 1 million options 
for ofdnary shsres can be cfistributed ^ong these 
officiais. 

The KPN employees were ganted the possibility to 
sii:»CTibe to converUble boncte up to NLG 10.000 
{$ 5,902 US) per employee in the June 1994 public 
offer The bonds could be converted immediately 
thereafter into ordinary shares. 

H. Finaoci^ 

Services provided by PTT Post are not subject to 
the Value Added Tax (VAT), but PTT Post is subject 
to income tax Oi January 1 , 1996 PTT Telecom, 
the oth^ main subsidiary of KPN, will be subject to 
VAT. 

Investment deasions are made by management. 
The Dutch government can only exercise control 
through its Supervisory Board members' influence 

The maiagement board of KPN can issue shares 
but needs approval of the Supervisory Board and 
the shareholders. 

DIvidands 

The dividend payout ratio was 50 percwt in 1993 
(40 percent in 1992). The company has stated this 
level will be maintained or may even increase 
further in the future 

ARtttnnrl 

No antitrust measures have taken place 

I. Best Presdeei/Lessoi» Learned 

PTT Post is recognized as b«ng one of the most 
commerda) and competitive postal administrations 
in Europe. Privatization, aJb«! only partial so far 
and under the umbrella of a joint telecom and 
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postal holcting cc^pany, has allowed PTT Post to 
enjoy commeraal freedoms which have few 
equivalents in Eurc^. These freedoms have 
helped PTT Post aggressively pursue and capture 
remaa! business in neighboring countnes. 

It is not entirely clear why the postal and telecom* 
mumcation businesses were not separated as has 
been the c^e in most PTTs m Europe. However, 
keeping the two together has certainly increased 
the speed of commercialization and privatization of 
the postal service. In Eurc^, lelecommunicatiorrs 
retcffm is significantly ahead of postal reform (e.g., 
Deutsche Telecom will become private well before 
Deutsche Post). 
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N«w Zealand Post a 


New Zealand 

part Of the Laba government's microeconomic 
reform pro^am. 


A. Corponte Profile 

New Zealand Post Limited (NZP) is a State-Owned 
Enterprise (SOE) serving 3.4 million New Zealancf- 
ers In FY 1993-94, NZP collected and processed 
724 million letters for d^ivery to 1 .4 million ddi\«ry 
points, an increese in vdume of 5 9 percent over 
1992-93 NZP owns 245 "Post Shops'’ (retail 
oullets) ar>d postal services are also available from 
an additional 644 Post Center franchises. NZP 
employs 8,670 people full-time and pal-lime, a 
reduction of 40 percent since 1987 

For the yea ended March 31 1994, NZP revenues 
were NZ ^20 million ($399 8 million U S.).^ with 
net pre-tax earnings of NZ S99 7 million ($64.3 
million U.S.). NZP has total assets of NZ $425 
million ($274.0 million U.S.i. 

The standad letter price is NZ 45^ (29fC U S.) for 
delivery anywhae in New Zealand Standad letters 
of lager size cost NZ 800 (520 U S ), and 
envelopes above 1 kilogram (2.2 pounds) in weight 
are classified as pacets 

B. Ownership, Structure, and Organization 
Corporatization 

New Zealand Post Ltd is a 'State-Owned 
Entaprise ' (SOE) with shares held by two Ministers 
of the Crown, the Minister of Finance and the 
Minister of State-Owned Enterprises Ministers 
cannot sell or allot any of the 120 million $i shaes 
(640 U.S.). It operates as a limited company under 
the 1955 Companies Acr, the 1986 Sfafe-Owned 
Enterprises Act (SOEA), the 1987 PostaJ Services 
Act (PSA), the Commerce Act, and the Fair Trading 
Act, as well as its own Articles of Assocjatic»i. 

Pria to the 1987 corporatization. NZP was 
classified as a Trading Department, was combined 
with telecommunications and banking operations, 
and was Nghly r^ulated. The 1987 reform was 


Currently, there appears to be ItWe pressure from 
any political party to privatize NZP. There has been 
discussion of privatization in recent yea;s, 
particularly in connection with the government's 
“assets s^es program." Howevo’, the NZ 
government announced in Novwnber 1994 that it 
has absolutely no intention of privatizing NZ Post. 
Indeed, the 1980s liberalization moves ai:^af to 
be losing momentum, with the recent government 
^nouncement of full postal deregulation being 
contested both by the opposition and by members 
of the government. 

N^'s c*)jectives derive from the 1986 Sfare- 
Owned Enterprises Act. which states that the 
principal obj^ive of an SOE “shall be to operate 
as a successful business and, to this end, to be: 

• as profitable and etfiaen! as comp®<^le 
businesses that are not owned by the Crown, 

• a good employer, and 

• an oiganizatioo thai exhibits a sense of social 
responsibiiiry by having regard to the interests 
of the community in which it operates and by 
«ideavonng to accommodate or encourage 
these when able to do so." 

A “good employer' is only defined in terms of a fair 
p^soinel pdicy and goc^ working conditions, not 
in terms of wages or employment levels. 

Financial mandala 

The financia! mandate is to be profitable. In the 
1994 annual Statement of Corporate intent, 
required under the SOEA, performance targets are 
set for three measures of profitatxlity . 

» operating earnings (after tax) to average 
sharehc^der funds (22 percent target); 

• op)erating earnings (before interest and tax) to 
total tangible assets (1 7 percent target); and 
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• Operating earnings (before interest, tax and 
d^reciation) to turnover (16 percent target). 

in 1994, the return on assets was 30 percent. 
Targets for the next three years are envisioned to 
c^op off to approximately 1 7 percent in 1997, UZP 
pays cfivid^ds to the fedwaJ ^vernment. 

Mmai^nNnt structure etui tioard ewrslght 

The Ministers of Finance and of State-Owned 
Enterprises appoint the Board's Directors, who 
luimber between five and nine. N2P must report to 
the Ministers biannually, and in practice provides 
Ministers with quarterly r^xxts. NZP Is also 
required under the SOEA to provide a "Statement 
of Corporate Intent" to Ministers outlining the 
corporation's three-year strategy. The SOE 
structure is designed to provide the Board with 
considerable autonomy in operational decision- 
making. 

A third ministry, the Minister ot Communications, is 
the regulator, with responsibility for administering 
the 1987 Postal Services Aci 

The Board sets the strategic direction for NZP and 
^points the Chief Executive Officer. Approximately 
50 percent of senior management in NZP now 
comes from the private sector. 

NZP has had f<xir management structures since 
corporatization Initially, a functional structure was 
developed with four geographical regions reporting 
to the head office. This structure gave prominence 
to new areas of strategic and business planning, 
finance, and marketing and helped drive the initial 
cost reduction exercise. Then a "divisionalized" 
structure was used, with "Letters," "Commerdal 
Services," and "Property" Divisions. This assisted 
during the main phase of rationalizing the prcH^erty 
portfolio. The third structure was a "matrix 
organization," with three cost centers (letters, sales 
and retail, couriers and parcels) and two marketing 
groups, with the purpose of making the organiza- 
tion market-driven. From January 4. 1995, NZP will 
have a profit center structure based on five 
business units: letters, "consumer " (retai), 
"distribution" (pa'cels), international, and 'Post 
Plus” (e g., electronic services). 


Retail outlets 

NZP's 245 Post Shops are wholty owned by NZP. 
They have been renamed (from Post Office) as an 
attempt to change their image, Post Shops are 
experimenting with a wider range of procHrcts (e g., 
traveler's checks and mailing labels) and have 
established a service standard that 95 p^cent of 
customers wait no longer than two minutes in line. 

A second tier of NZP’s retail network is made up of 
644 privately owned outlets, franchised by NZP, 
NZP has been extending the Post Shop computer 
network into this privately-owned network and has 
pfowded assistance through training. The third tier 
ot the netv«xk Is made up of stamp retailers and 
stamp booklet (xitlets, which are totally px'ivate. 

Over the last five years, there has been a small 
decrease in N2P-owned Post Shops, a small 
decrease in franchises, and a large increase in the 
number of stamp retailers (from less than 1 ,000 to 
over 3.000 in five years). The number of Post Shops 
and fraichtses are defined in the Deed of 
Understanding. 

C. Soetal Responsibility 

NZP's social responsibilities are described in 
general terms in the SOEA and in a "Deed of 
Understancfrng" which NZP negotiates with the 
government m return for a continued level of 
monopoly protection. The Deed of Understanding 
sets out the recjuirements that NZP should: 

• operate a universal letter service in NZ; 

• charge a uniform price for a standard 
("medium") letter throughout New Zealand; 

« maintain specific deli'^ry services (e.g. , six 
days per week to 95 percent of hous^oids); 
and 

• maintan its retail network at certain specified 
levels (e g., the Deed requires at least 240 
"postal outlets ■ and 880 "Post Centers" and 
postal delivery centers). 
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The Deed of Understanding also covers pri<^ and 
delivery stand^ds. 

The initial idea behind the Deed was that it would 
make transparent NZP's obligations and also act 
^ a device tcx reducing political interference and 
pditical reactiCMi to unpopular deasions. N^s 
management believes that the Deed has served its 
purpose. They also state that the agreement has 
not imposed any obligations on the corporatim 
that it would not otherwise seek to fulfill for 
business reasons. 

However, it should be noted that the Deed has 
been renegotiated on a number of occasions. 

VWitle this risks the return of pditical interfer^ce. 
NZP feels it ^ves them a voice 

One characteristic of the Deed stressed by NZP is 
Its legal status It is a contract, but one that is only 
enforceable by the government. If private 
individuals or businesses vwsh to challenge NZP 
about their s^ces, ludicisd review of NZP is only 
against statute^ obligations {e g , m the SOEA), 

0. Scope Of ttemonopohr 

Extant of the monopoly 

NZP’s monopoly is restricted to letters below 200 
grams (7 1 ounces) m weight and below HZ 800 
(510 U,S,) in ^ice. This price threshold is quite low 
by international standards, it has been reduced in 
phases over three years, banning at NZ $1.75 
($1,130 S) 

Within this letter category, there are three key 
exemptions from the monopoly 

• ' delivery by an employee of the sender", 

• unaddressed direct mail; and 

• legal document exchanges 

The government announced in November 1994 
that It would introduce legislation to completely 
deregulate the postal market, NZP has welcomed 
this proposal. The legislation is expected to be 
introduced in Parliament in late February 1995 and 
to be implemented by July 1. 1995. Howev^. there 
IS strong political opposition, and the government 


or^y has a majority of aie. As in the U K. , it is 
possit^e that backbeichers may prevent further 
liberalization. 

Ur>adcfressed direct mail is not included in the 
maiopc^y. Addressed direct mail below the 
threshold is included in the monopdy. 

Although there are no other mandate^ services, 
NZP believes that, in practice, it would not be 
pc^sibie to withdraw its parcels service (and it 
w(Xild not want to as it is profiiat^e) 

Mailbox exclusivity 

There is no mailbox exclusivity, 

E. Competition 
Presanoo of compeHHon 

NZP has a number of competitors and deregula* 
liai has certainly encouraged this ccxnpetitive 
fxesence. 

In the express documents and parcels market, 
international courier companies such as DHL and 
TTsIT are active as are local companies such as the 
Frei^tways Group. 

Companies taking advantage of the monopoly 
exemptions include "NZ Document Exchange." 
several contract delivery companies, and "Circular 
Distributees." Various local government authorities 
and utilities also deliv^ their own mall. 

NZP IS preparing for the entry of ccenpetition into 
its core markets. They believe costs of entry are 
low. and that existing delivery companies can 
easily move into traditional mail services. 

Pm^ discounts and downstraam access 

NZP offers a number of presort discounts for bulk 
mailers, interestingly, however, to limit competition, 
NZP will not offer discounts to consolidators who 
combine mailings from more than one source 

Downstream access is not currently allowed, 
aithou^ there is some pressure for this to be 
permitted 
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F. RegiiMkm/Managorlal Fftodom 

FHclng ana ra^dalory owmlgM 

NZP is free to set prices for aJI services, except the 
price for standard letters which is subject to a 
lixice-cap rule set in the Deed of Understan<£r)g. 
The price cap is the Consume Price Index mirxjs 
one percent Snce 1987, the {S'ice of a standard 
letter has incre^ed 1 2.5 pefc»n1, including a tax 
rise of 2.5 p^c^t, while the {ix'ice index has 
increased by 31 p^cent. 

AiAfwrtty to pitr^se tuppNars, eampatHors. and 
otstamars 

NZP is free to invest and acquire other companies, 
^though sha'^K)tder (i.e., government) approval is 
needed to buy more than 20 percent of aru^her 
company. 

The Statement of Corporate intent states that “the 
G«Tipany may invest in the sha’es of another 
txisiness when the shares acc^red are con^stent 
Mth the nature and scope of NZ Post's business 
and considered likely to bring added value to the 
business of the company." NZP may also Invest in 
^ares of another business coating outside the 
nature and scope of N2 Post’s business. In these 
drcumstanc^, specific endorsement by the 
Shareholding Ministers wilt be sought." 

In 1988, NZP acquired shares in Datanet Ud., 
which owns and operates a digital network. NZ 
Post has also acquired a whoiiy-owned subsidiary 
company, Synet, to develop business in value- 
added services. Synet operates a multimedia 
network ottering electronic m^agng facifrties. 

Antitnist 

NZP IS governed by the Commerce Commission 
under the Commerce Act. New Zealarxi 
regulatory regime was described as 'light- 
handed.” White NZP has been accused of 
predatory pricjng and aoss-subsidizing by 
cxxnpetitors, to date there has been no investiga- 
tion or prosecution. 


ProammtRl llaxibttKy md evtriIgM 

Procurement policy Adelines are c^awn up by 
NZPs Chief Finand^ Officer and ayeed to by the 
Board. 

Capital expenditure tend to go to the Board, 
^though the CEO and senior managers have set 
authonzation limits. 

Oversight is provided by an intern^ audit team and 
ultimately by the Board, plus reviews at a 
company-wide level by the Auditor-Gaieral and the 
Crosvn Company Monitoring Unit. 

Jelrrt wamures and subaldtartaa 

NZP is free to enter into joint venture and operate 
si^irsidafy companies. For example, it has a joint 
o^mrship, 50/50 venture with Qall^ier Mailing 
S^ces, Ltd. in a company called QMS Fulfillment 
Services which provides inventory and warehous- 
ing ser\rtces and just-in-time delivery services for 
corpcu-ate dienls. 

6. Employiiient 

Wage satUamant 

Wages for most employees are negotiated in a 
collective agreement on. an annual basis. The 1994 
agreement, however, is for two years. This 
agreement is binding and is registered svith New 
Zealand’s Labor Court industrial relations have 
generally been good, and there have been no 
strikes for many years. 

Cempantatton and waga pramluim 

Before the recent wage negotiation, NZP undertook 
a survey of “market rates." comparing the wages of 
its employees with employees in simitar jobs in 
ckher firms, and will gradually aim to adjust its 
salaries to these market rates. 

A cfelivery carrier (“postie") earned approximately 
NZ $23,200 ($14,959 U.S.) in 1994, which is 
approximately NZ $3,000 ($1 ,934 U.S.) less than 
the market rate. A teller in a Post Shop earned NZ 
$26,400 {$17,023 U.S ). around NZ$1,500 ($967 
U-S.) above the market rate. A driver was paid NZ 
$23,700 ($15,282 U S ), around the market rate. 
Incentives exist for superior pertomnance, though 
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they are being reiormed Currentty, anywie who is 
judged to have performed well may be promoted 
two steps on the pay scale In a year, ratf^ than 
one There is also a company-wide proht-rdaled 
bonus. 

Senior managers have mdividu^ contracts. When 
specialists were brought in after 1987, some 
salaries were tied to market rates, but. »n general, 
management pay levels are still below private 
sector levels. Bonus schemes are tied to a formula. 

Job protfctfon 

The main employment change after corpo'aiization 
came m employment numbers rather than wage 
rates NZP has shed approximately 40 percent ot 
Its labor force since 1987. 

NZP avoided disputes by seeking volunt^ 
redundancies and by providing incentives for early 
retirement and varKXiS other attractive redundancy 
packages it also consulted dc^ely with the unions, 
who saw change as inevitable, and blamed the 
government rathe? than the management. 

Before corporatization, employees were public 
servants, with some job protection. There is no 
perman^cy of tenure in the new NZP contracts. 

H. Financial 

Pensions and ntgaiive balance sheet 

NZP has no unfunded pension or medical 
liabilities. Us balance sheet is heatthy. 

Oividends 

The Statement ol Corporate intent speafies a 
dividend large! level for NZP each year 
dividend is payable to the government in 1 994 the 
total dividend payment was N2 S50 million {$JZ 2 
million U.S ), This represents 75 percent ol 
operating earnings after tax and is significantly 
higher than the 50 percent target level in the 
Statement of Corporate Intent, 


Tiiotion 

NZP pays (he same taxes as aiy company in 
1993-94 It paid NZ $33.7 million {$21.7 million U.S ) 
on the year's earnings. 

Access to capital marl»ls 

NZP IS free to raise capital and borrow at 
comma’cial rates and on commercial terms. It has 
lines ot credit with four banks, aid can even issue 
equity bonds. 

Control of Treasurer over investments 

NZPs Chief Financial Officer recommends the 
guidelines for treasury policy and managing cash 
flow to the Board 

I. Best Practices/Lessons Learned 

NZP's experiences in postal reform indicate that an 
appf Canale politicai climate can be an important 
driving force for change 

Postal liberalization in New Zealand must be seen 
in the coiiext of the economic policy of the 
government at the lime of corporatization m 1987 
It was a government with a clearly defined aj id 
radical program of economic reform, and NZP was 
simply one element of that reform program. 

As part of this reform program, fhe State’Owned 
Enierprise Act drew up the framework for ai! the 
corporaiizations of government-owned organiza- 
tions in New Zealand. This framework enaWed 
postal reform to be pushed through quickly within a 
favorable political environment 

After the Act was passed. Ministers appointed a 
lop ciass. commercially mmded Board, with an 
ambitious Managing Director With political 
inierierence at a minimum during the first years, 
management was able to intrcxJuce a program of 
rationalization and to be innovative in all aspects of 
the business 

Thus, the key ingredients ot success were the 
external political environment and the quality of 
managem^it. 
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Outside the potitices context, the lessons learned 

from the NZP exp^ence indude: 

• Seek to operate as a commercial organization 
(e.g., accounting prindpfes, pricing competi- 
tion) even if wholly owr^ by gov^-nment. 

« Deregulation may not be a threat if manage- 
ment freedoms come v«th It, and if manage- 
ment is allowed several years to reform prior to 
deregulation. Bans for KHure deregulation are 
a useM tool for promoting change. 

• Rate regulatir^ and other forms of regulation 
will be counteri^oductive if a postal admini- 
stration is allowed to act commercially. The 
NZP experience indicates that rales are best 
kefX tow throc^ commercialization rather than 
cHred regulation 

• Map- change need ncM be done through 
privatization. 

• Social obligations may not be as onerous as 
cxiginally believed by management, once the 
freedom to manage is established. 

• Cost control is a priority in the early days of 
reform. Changes to work force size may be 
easier than changes to wage rates and will be 
borne more stoically it wage rates are mairv 
tained or improved. 

• Inrtovations in the basic product/servtce 
portfolio can assist the process of change by 
signaling a new confidence. 
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Sweden 



A. Corporate Profile 

TTie Swedish postal adminislratic»>. Postval^el. was 
chaiged from a public corporation into a stale 
owned corporation on January 1 . 1993. Sweden 
Post (Posten AB) is the largest s^ice and 
communicatjons organization in Sweden. In 1993 
Sweden Post' s revenues were E2 bilhon UK 
sterling ($3.2 million U S.)* frcsn volume of 4.2 
billion mail ilams. Cusiom©fs can deposit ffieir mail 
at 1 .900 post offices. 40,000 letter boxes, and 350 
private retailers. Posten AB employed 50.213 
employees in 1993, a decrease from 56.415 in 
1991. 

in the financial year 1992-93, Swedwi Post’s profit 
was SEK 1,363 million {$183 1 million U.S.). down 
from SEK 1,413 million ($189 8 mitfion U S ) in 
1991-^, Totai revenues decreased from SEK 
22,096 million ($2,967,5 million U S.) in 1991-92 to 
SEK 21.644 million ($2,906 8 million U S ) in 1992- 
93, 

TTie price of a standard letter for domestic delivery 
weighing less than 50 grams (1.8 ounces) is SEK 
3.70 (50i U.S.), which includes a Value Added Tax 
(VAT) of 25 percent (changed from 12 percent after 
Swed^ joined the EU). The rate is uniform 
throughout Sweden 

Discounts are available to bulk mailers and are 
negotiated on an individual basis, but under 
Sweden’s competition law. they can only be given 
in relation to explicit criteria, even if these discounts 
are not published, 

B. Ownership, Structure, and Organization 

Coiporatizatiofl 

Sw^en Post is a public limited company. The 
compaiy's only shareholder is the Slate of 
Sweden. The owner's requirements are that Posten 
AB Shalt operate commercially under market 


conditions and generate a return on capital 
comparable with that of major well-managed 
Swedish ccxnpanies in similar Industries. The 
postal market is completely d^egulated, after the 
abolition of the monopoly on standard letters on 
January 1, 1993, 

Financial mandate 

The P<»ta{ Law does not state any tc^mal financial 
mandate fcx Sweden Post. Prior to ccxporatization, 
it was required to be profit^le. finance its own 
investments, survive on its own resources. An 
internal management objective is for a 5 percent 
return on sales to cover future investments. 

Management structure and board onrsight 

The government appoints a 10 m^ber Board of 
Directors which consists of a Chairman of the 
Board, three representatives from the unions, a civil 
servant, and five members from the orivaie sector 
The Board appoints the senior management. 

Organization 

Sweden Post is made up of six business areas: 
Postgirot, Sweden Post Banking and Counter 
Services. Sweden Post Letters, Sweden Post 
Parcel, Postnet, and Sweden Post International 

Postgirot handies payment transmissions and is 
responsible for the nationwide cash handling 
service. Post Banking and Counter Service is 
responsible for Sweden Post's counter network, 
offering the entire range of mail services to private 
individuals and small businesses as well as 
banking services. Sweden Post Letters delivers 
individu^ and mass-produced messages, 
newspapers and periodicals throughout Sweden, 
Sweden Post Parcel is responsible tor standard- 
ized, nationwide transpori services for packages 
up to 35 kilograms (77 pounds). Sweden Post 
International is responsible for marketing and 
distribution of letters and parcels destined for 
delivery (XJtside Sweden’s borders, customs 
dearance, and distribution of ail letters and parcels 
arriving in Sweden from abroad Postnet provides 
electrwic messaging and information services to 
coipcwate ojstomers and consumers. 


” Ba&ed on J<^uav 25. 19^ exdiange of S0 1343 {U.S.}. 
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Each business area is responslUe for products, 
sales, production, and profitability within its area of 
accojntability Posten AB is the holding company. 

Ratify of busiiMss 

Post^ AB prc^des traditiona! pcstal serwces. 
such as.dellv^ of letters and p^cels, as well as 
bani^ng and ^ectronsc messa^ng service. 

Posten AB is the market leader in hybrid mail 
services, currently with 10 percent of all transac- 
tions mail orignating as electronic mail. 

C. Social RespoiisfblMy 

Soctal obllgalliNi doflnod 

Post^ AB's social r^ponsibility is defined in the 
Postal Service Act of January 1, 1993, An overview 
of these obligations is ixovided below. 

Univorsal Mrvfce 

The new Postal Act guarantees the general puWic 
a uni>^sal ser\.nce at a uniform price. Ihe state has 
a contract with Sweden Post for the Post to provide 
that universal service. This will be reviewed in a few 
years and, it competition has advanced sufficiently, 
other operatcvs will also have an obligation to 
provide universal service. 

The <x>st of this soda! commitment (loss realized 
by providing the services) amounted to SEK 400 
million ($53.7 million U S.) in 1993 and was partly 
covo'ed by government payments. The loss results 
from the distribution of certain newspapers, 
discounts on association letters, free delivery of 
liter^ure to the blind, defense planning, and 
services in low population areas fa the elderly and 
the disabled (No compensation is paid by the 
State with regard to the deficit on newspaper 
deliN^ and cfiscounts for associations’ letters.) 

Oelfmy frequmey 

For the most part, letters and parcels ae delivered 
five days per week. However, Sweden Post is not 
reqi^r^ to maintain tNs delivery frequency to the 
most remote areas in Sweden, although in practice 
it do^. 


netw^ 

Sweden Post is not required to mantain a specific 
rwmbef of retail outlets. Posten AB is free to dose 
postal outlets in remote areas, although it is 
recognized that Pcsten AB has a duty to manage 
the process carefully. The regulata (National 
Posld and Telecom Agency) does monila 
Postal's policy regarding post office dosings. In 
practice, Posten has adopted a policy of franchis- 
ing post offices. 

Sweden Post provided retail service in 1 ,878 fXDSt 
offices in 1994. This is down from 2,169 in 1S^ 
Retail outlets include Posten AB wholly-owned post 
offices (1.341), fully franchised outlets owned by 
incSviduals (363), "trial" post offices such as mobile 
Oitlets (^). and franchises with limited services 
(62). 

D. Scope of Monopoly 

No monopoly on delivering letters and parcels to 
addresses has existed in Sweden since Januoy 1 . 
1993. 

A new authaity, the National Postal and Telecom 
Agency (Pc«t- (Xh Telestyrelsen), has been 
established to regulate competition and service 
gjaiity. The regulata will be responsible tor 
overseeing the activities of all letter delivery 
companies, not only Posten AB, 

Mtilbox onlustvHy 

There is no majibox exclusivity. 

E. CompotiHon 

The Postal Services Act allows for full competition 
in postal and counias services. Fa now, however. 
Posten AB is the only operator required by contract 
to provide universal letter service. 

Competition prevails in the market fa the 
astnbutloi and transportation of goods (market 
share data is colleaed but considered confidai- 
ual). In this sector, main rivals are ASG and 
Bilspedition haulage companies. However, in frie 
distribution of parcels up to 35 kilograms (77 
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pounds), Sweden Post Parcels is the dominant 
play®. In the cSstribution of letters, Posten AB‘s 
biggest competitor is CityMail. In unadch'essed 
Direct Mail, competiiors include SDR afxJ several 
small®, regicxially based companies. 

F. $^ulatiOfi/llllana(K^lal Freodom 

Prieii^ and rajpitatory oversiglit 

Post®! A8 is free to set all its pnoes, ex<^pi fry the 
standard domestic fetl®. The government and 
Posten AB have agreed to a price cap (xi the 
domestic letter rale equal to the standard 
conswn® rated inflation The charge to private 
individuals tor delivery ot a lett® up to 500 gf®ns 
(1 , 1 pounds) may be increased by a maximum of 
the av®age change in the net price index ov® a 
three-year p®iod 

While the pri(» cap on letter mail is not itself 
uni(^, it IS intwesting to note that, even ihou^ 
Sweden Post has no monopoly ov® letters, letter 
rate increases ®e still limited t^ an a^eement with 
the government. 

Aifthortty to purehast suppliers. compatHers, and 
customers 

Posten AB is free to acquire ar^d invest in oth® 
companies. Posten op®ates an open bidding 
process for many purchases, but th®e is 
discretion, especially when manag®s are 
developing tong-t®m links with suppli®s, 

Joint voflturos and sultsidiartos 

Posten AB is free to enter into joint v'entures and 
form subsidiaries. For example, Swed®i Post 
international has formed Nordic Postgroup BV and. 
through this subsidiary, participaies m a lomt 
venture with four other postal organizat.ons and 
TNT. 

Sweden Post P®cets has sev®al subsidianes 
including Hultbergs tnrikes Transport® AB, which 
operates as a sales company f® nationwide 
deliv®ies of newspap®s. magazines and spare 
parts, and Posten Express AB which produces and 
sells express services and op®ates a messeng® 
service in Stodiholm. 


Afltttrusf 

Posten AB is gov®ned by the normal competition 
taws of Sweden. Sweden Pest has be®» the 
subject of antitrust complaints. A competitor 
successfully ®gued that ePost (hytyid mail service) 
was engaging in unfair competition through o-oss- 
subsidization. A court required that Sweden Post 
c^i®ge a Ngher price and dier its ®xxxinting 
practices f® ePc^t services. 

6. Employmeiil 

Wage sentomeiTt, compensalton, and premiums 

The numb® of employees has fallen from 56,500 in 
1989 10 50 200 in 1993. P(»ten AB w®ked dc^ely 
with the two unions during this period 

The annual wage negotiation proce^ invol^^ two 
steps. First, there is a central collective barotuning 
process between the gov®nment and a body 
fepfes®iting the two unions. This st^ dead^ 
Qen®al public sect® wage rates. Second, th®e is 
negryiation between tndivickial unions and 
management. 

if collective bargaining fails at the national levd 
th®e is the possibility of a strike Outside 
®bilrat®s may be used to broker a settlement but 
this ®ocess is not binding Strikes ®e forbidden if 
cotlective b®gaining fails in the sec®Kl step. 

The wage structure of Posten AB is analogous to 
industry n®ms of companies of comp® able 
marfrel ®ientatioo. There is scope f® perfamance- 
r®a(ed pay and incentives relating to c®p®ate 
perf®manc8, individual performance, and quality 
of service. Minimum pay f® an employee ot 18 
years ot age is SEK 9600 ($1,289 U S.) p® month 
Posten em^^oyees ®e regarded as earning 
approximately five to ten p®c8nt above the m®ket 
av®age 

J(^ proteettofl 

Em^oyees in Posten AB have no job security and 
can be lad off at any time. Howev®, 3,000 
employees ae still covered by the public corpora- 
tion employment law. and vwU automatically be 
guaanteed a new job if made redundant in their 
present position in Posten AB. Begirv^mg July 1 , 
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1995. Posten AB's cx^ditions of emf^oymenl wiH 
be regulated by a new employment code 
specifically famulaied to suit the new role of the 
State Owned PLC. 

H. Financial 
PerttkHis 

Posten AB ^ployees were previously covwed by 
gov^nment pension p^ans, Ixjt Posten has now 
established its own ji^ans. During the recent 
transition. Posten ^ agreed to lake on pension 
liabilities for its employees, in return. Posten A0 will 
not have to pay a ctvidend lo the government tor 
several years. 

Balance sfiael 

Posten AB has no access to government funds or 
capital for operating shortfalls. In recent years, 
Sw^en Post has been profitable (see Corporate 
Profile section) and its balance sheet has been 
improving 

Dlvirtends 

Poslwi AB vwll eventually pay dividends, but vmll not 
do so until the equity/assets ratio improves The 
current ratio is weak, owing mainly lo the pension 
commitments taken on by Posten AB. 

Taxation 

Post^ AB is subject to income taxation as laid 
dowt by the Company law. As part of the 
transformation into a commercial corporation, 
exemption from the duly to charge VAT on letter. 

, newspaper, and parcel deliveries ceased. The 
starKJard universal VAT rate on ail services 
amounts to 25 percent. 

Aceass to capital markets 

Posten Is tree to borrow in commercial markets 
Desfxie 1 00 percent public ownership. Sweden 
Post no longer enjoys a government guar^tee and 
can rase mc^ey on a fully commercial basis. 

I. Seat Practices/Lessons Learned 

Posten AB is one of two postal administrations in 
the Europeai Union (the other being Finland Post) 


that has absolutely no statutory monopoly. As 
such, it IS watched with inters! by other postal 
administrations facing deregulation, Although it is 
too eaiiy to assess the extent of competition in the 
letter rn^et. there are lessons to be learned from 
this c^e. Sweden Post has tac«d competition in 
•is letier market from QtyMail, a private delivery 
firm mat operates primarily in Stockhdm and 
handles only (M’esorted, low cost pieces. In spte of 
lower pri(^. CityMail has not yet earned significant 
market share. Even with competition in its core 
market, Postal AB brieves that full d^egulation 
has not damaged Its ability to compete. 

The threat of competition has certainly created an 
incOTtive tor Sweden Post lo diversify into new 
markets Posten AB is a leading producer of hybrid 
and fully ^ecironic services, with 10 percent of its 
transaclior^ mail originating in electronic form. 
Posten AB offers electronic mat services, ePost, 
er^hanced fax services, and electronic stock market 
data. It participates in joint ventures and owns 
subsidianes. 

Posten AB believes that deregulation is not 
possible without corporatization Without the 
managerial flexibility to compete, the company 
would not be c£>le to survive entry from new 
competiias. 
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United Kingdom 


t 


A. Cor|»ortt» PnHIft 

The Pcsi Office is a statutory corporation serving 
58 million people in the United Kingdom, The Post 
Office cdlects and processes 17 billion pieces of 
mail annuity i<x delivery to almost 25 million 
addresses in Engird, Scotland. Wales, and 
Northern Ir^and. The Post Office has 19,000 retail 
outlets, 100 majcy mail processing cenla^s, 
and wnploys 183,000 full time equivalents. 

For the year ended March 3i, 1994 the Post 
Offices rev^ues were £4,8 billion ($7.7 billion 
U.S,}® and coating profits were £280 million 
($447 million U.S.), The Post Office’s financial 
statements are prepared in accordance with U K, 
and Internatitxiai generally accepted accounting 
principles. 

The standard letter mail postage for domestic 
delivery, weiring up to 60 grams (2.1 ounces), is 
27 p^ce (43^ U.S.)- The rate is uniform throu^out 
the United Kingdom. Significant discounts frcxn the 
standard rate are available to bulk mailers who 
prepare letter mai to facilitate processing by the 
Post Office 

The Post Office is structured into three operating 
divisions. Royal Mail (letters), Parcelforce (pstfcels), 
and Counters (post office retail outlets). Centers 
IS a subsidiary of the Post Office 

B. Ownentiip, Structure, and Organsation 
Corporalimtofi 

The Post Office is the wald's first postal admini- 
stration (established 1657), Originally, the Post 
Office was a department of the government and 
included the telecom operator; the latter was 
privatized in 1986. Banking services provided 
through the retal outlets were also separated frem 
the Post Office and privatized in 1990. 


In 1992. the government announced that it was 
reviewing the potential to privatize the Post Office 
and Parcelforce in two separate sales. 

The origina) plan proposed by the of 

Trade and Industry (DTI) was to sell 40 percent of 
the Post Office (minus Counters, woi^d 
roman government-owned) in an initial fKjWic 
offaing. This plan faced consider^e q^x)sition. 
particulaiy from tiackbenchers* in Pariianent who 
feared a reduction in rural service. The ur^ons also 
opposed the privatization plan. As c^^:x^ition 
mounted. 0T1 proposed an alternate that 
would have included a sale of shares to employ- 
ees. Eventually, opposition to DTl's preposi grew 
too strong and it was withdrawn 

Fffitaeiat mandate 

The Post Office therefore remains a government- 
owned statutory corporation Principle features of a 
statutory corporation are 

• It prepares and publishes finandal statements 
to the same standard as major listed compa- 
nies; 

• it pays taxes like a normal comm^ciaJ 
company; 

• the Chairman and Board members are 
appointed by the government, but responsibil- 
ity for running the Post Office rests with the 
Board in its corporate capacity; and 

• the government can and does recpjire 
withdrawal of cash from the business and 
expenditure by the Post Office is counted within 
the Public Sector Borrowing Requirerieni. 

C. Social Respomiblllty 

Social obllBatten dofined 

In return lor the monopoly, two social c^igations 
are currently required by the Post Office. These are 
confirmed in government policy documents 
(Citizens Charter) rather than as statutory law. 


* Based or 25. 1395 exchange laie ol S1 5962 (U.S.). 
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The two c^igations are: 

• uniform postal rates across the country; and 

• nationwide collection and delivery of mail (six 
days a week) 

In adcMtion, wh^ announang plans to privaize 
Parceifofce (now abanrtoned) the government 
made it dear that it regards universal service in the 
carnage of paceis ^ an cA^igation fri pxaclice. 
therefore, the Post Office offers universal service up 
to a weight limit which is practical for cxrtlection — 
aound 3040 kilogram (66-88 pounds) in lager 
collection centers. 

Other oUigatfofis 

There ae other s^f-imfx»ed obligations which 
would be difficult tor the Post Office to withaaw 
such as two deltvaies each working day atd a 
requirement to publish delivery standards. In 1993- 
94 the target fcx delivery of first dass lettas next 
day was 91 percent (achieved 91 .2 percent). The 
delivery standads tor first and second dass mail 
ae independently audited and published with the 
annual accounts. (In the U.K. second class mail is 
not publications mail but deterred letter mail). 

VWiile there is no formal requirement to maintain 
r^ail counters (community post offices) there 
would be political o|:^sition to significant 
reductions in the network. Thae is substantial 
cross-subsidization, mostly from the urban post 
offices and mail collection rechages to rural post 
offices. 

Relait eutlets 

With the exception of 800 lager urban branches 
lAhich ae fijily owned, retail branches ae 
franchised out — typically to small grocery 
storekeepers who c^>aate the Post Office Counter 
as only one part of their retail businesses. 

Approximately 75 percent of retail revenues at 
frandiise post offices comes from non-mail 
services, for example fees from handling govern- 
ment checks. 


D. Scope Of 

Extent ot monopoly 

Under national law, the Post Office has an 
exdusive “privilege” over the cariage of lettas, 
although the government could license others to 
carry letters and codd suspend or limit the Post 
Office s privilege, The monopcrfy is value limited 
rather than waght limited (i.e., up to £1 ex $1.60 
U.S.). Lettas and parcels with a value in excess-of 
£1 ($ 1 60 U.S ) are outsicte the monopoly but within 
the universs^ service obligation 

Dlncf mail 

Addressed direct mail is within the monopofy. 
Pnvate companies are permitted to do a generd 
door to door delivery of unaddressed mail — 
although generally this is accwnplished by 
endosing advertisement leaflets within local free 
newspapers delivered by schoddiildren. 

There are no proposals to reduce the monopoly 
limit, although this would have been considered as 
part of privatization. Indeed, the management of 
the Post Office had volunte^ed during the 
privatization debate that the monopoly limit could 
be reduced to 50 pence (80tf U.S.) as part of a 
trade-otf to maintain the network and a basic letter 
mcmc^y intact. 

Maittiox •xelutivlly 

There is no mailbox exclusivity. 

L CompetHion 
Presence of competition 

A& noted above, tha'e is effectively no competition 
at price levels below £1 ($1.60 U.S ). Above this 
limit there are highly competitive markets in the 
following: 

« intwnational courier mail. The Post Office’s 
products struggle to compete against heavily 
advertised offerings from the likes of DHL The 
Post Office s markel share is mirvmal. 
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• DcMTiestic packets and parcels. Parc^force 
operates in a price competitive market m which 
most c^)erators suffer losses. While it has a 
one-third share of the '‘!at»^ than next day 
market", its shg^e of express domestic parcels 
is ccwsiderably less than this. 

• Domestic couriers (typically business tetters 
and packets). This is a hi^ly competitive and 
fragmented mari<et with national and interna- 
tional players and many hundreds of local bike 
courier firms. The Post Office's share <A this 
market is minimal. 

The Post Office has suffered lircMn the remail 
activities of the Dutch Post, which has established 
Itself in the U.K and attracted large ctxporafe 
custom^s. The Pc»t Office is not presently 
permitted to respc»id by opening for business in 
other countries. R^sently proposed increases in 
terminal dues may gradually erode the threat of 
remait. 

Presort DisMunts 

There is no right of downstream access for other 
mailers to Royal Mail or Parcettorce But discounts 
are avail^le to high volume mailers who presort or 
who can send their product to speaali 2 ed presort 
distribution centers. 


F. Regaiation/Maiiagerial Freedom 

Pricing end regulalery oversight 

The Post Office is regulated by its ownership 
government department, the Department of Trade 
and Industry. There has been discussion of 
separating the ownership and regulatory functions 
and creating a semi-independent postal regulator, 
but there are no lormal proposals 

In practice, day-to-day operations are left to the 
Board The principle interventions by government 
come through: 

• a requiiemen! to seek government approval fix 
tariff increases; 


« a rec^irement to approve the Corporate Plan 
induding the cash withdrawal target for the 
year; 

• a requirement to approve mapr capital 
e)qoenditure items; 

• restrictions on contracting freedoms As a 
broad generalization, the Post Office must 
submit purchasing and service related con- 
frards above a certain value (about $100,000 
U S.) to competitive tender; and 

• restrictions on the range of activities imposed 
by government The Post Office is basically 
resifict^l to postal-related activities 

The debate on the future of the Post Office 
following the failure of government privatization 
plans revolves around pressure from the Board 
and unions to allow greater commerda! freedom 
even within the public sector. Our interpretation of 
this IS that the Post Office would wish to see: 

• a structured a^eement on cash withdrawn into 
government funds to peg withdrawals to prof- 
its. rather than a discretionary take (which is 
unprecAcl^le); 

• relaxation on control over the range of activities 
particularly to permit joint ventures with the 
private sector and an ability to market remail 
s^vlces overseas; 

• rdaxation of capital investment 
limits; and 

• a m<xe structured approach to tariff setting with 
p)^haps a price index formula 

There is no set approach to agreement on tariffs 
and there have been occasions when increases 
above the rate of inflation have been allowed to 
finance a greater cash withdrawal by government 
from the business Government, in most c^es, 
seeks »o restrict tariff increases to below the rate of 
inflaticxi and the Post Office has had to rely on 
volume increases to finance new investm^it. 
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G. Employment 
Wage settlement 

The Posi Otfice is one of the employers in 
the U K and is heavily unionized. Unions in general 
had their powers curbed by the Thatcher gos^rn- 
ment in the lOSOs and there has been little 
militancy or strike loss in the last 15 years 

There is a government sponsored independent 
review body to which both sides can refer disputes 
for binding ardflration. Both sides, however, must 
agree to refer. The government can also enounce 
an independent inquiry into sector pay levels. Its 
findings would be strongly advisory bul not 
binding. 

The union's success in fighting oft recent 
privatization efforts appears to have increased its 
confidence. It is notable that stokes in the posted 
sector have shut down some postal areas in the 
last three months. 

Wage pramiumi 

Postal workers are generally poorly paid relative to 
the industry, having suffered from govemm^t 
inspired sub-inflation wage maease pressures. 
Much of the postal private sector is however also 
generally low skilled/low paid. On the other hand, 
Post Office pensions are relatively high by j^ivate 
sector standards 

H. Financial 
PiRsioni 

Pensions are fully funded in a separate and 
independent pension fund. There is no provision 
for future medical liabilities but postal retirement 
medical benefits are not provided and private 
health care is limited to the most senior exeaitives. 

Tba balance shaat 

The Post Office has a strong baleice sheet Having 
been profitable tor several years, the organizatKXi 
has no debt and significant cash and deposit 
balances. The Post Office pays all incc»me ^d real 
estate taxes that an equivalent commwci^ 
organization would bear. Postal s^ces are. 


however, ex^pted from VAT by virtue of European 
Canmunity Law 

Otvtttends 

The government takes cash out of the Post Office 
by a mechanism called the "external finance limii 
Essentially, the Post Office is required to deposit 
surplus funds ot r^ay borrowings to the Treasury. 
There Is no share capital and no mechanism for a 
dividend to be paid vsithoul a change in the law, 

Access tc ea^a! 

Freedom to raise capital and control investments is 
sffictiy limited. Basically, little can be done without 
Treasury (the Finstfice Ministry) approval. 

The Post Office Is not able to raise debt capital 
(there is no ec^jity capital) without the approval of 
government. The government has encouraged 
state owned corporations to identify private sector 
partners svho would take on project risks and 
private risk debt capital tor major investment 
projects. This new pc^icy is known as the Private 
Finance Initiative. It is not yet dear whether the 
Post Otfice will take advantage of these develop- 
ments t(x mail services, but, within Ihe retail 
business, a private finance project for the 
development of a new inlormalion technology 
network to deliver soda! benefit payments is under 
contract negotiation 

AfitHnisI 

There have been no antitrust or other competition 
authority investigations in modern times. Private 
sector carriers conilnuaiiy complain about the 
monopoly power of the Post Otfice but they appear 
to be a relalively ineffective lobby. 

t. Best PnK&MS/lescoDs Learned 

The UK has been in (he forefront of the trend to 
privatize state industries and privatization of the 
Post Office would have been a natural progression. 
Senior management of The Post Office was keen to 
transfer to the private sector to get away from what 
they saw as a greedy Finance ministry and overly 
restndive sponsoring ministry. 
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Privatizaiion tailed because the unions rai a good 
campaign against it. focusing on fears m the 
population that service levels would be reduced. 
Governmeni has ridden over similar putMrc 
con<»rns in the past when forcing throu^ 
unpc^ular privatization but thar parliamentary 
mapniy. m this instance, was too weak to nsk a 
political defeat which would have promf^ed an 
election. 

It IS not clear v^at happens next The Pc»t Office 
desperately wants greater commercial freedoms, 
and needs to quickly catch up in techndogy use 
(e g.. electronic mail is well behind postal 
administrations nn Sweden and Italy). The Minister 
responsible t<x the Post Office does not believe in 
public organizations ccMnpeling with the private 
sectrx and the Finance minister probably will not 
allow greater finandai freedom, in shcrt. there 
appears to be an impasse within the government. 
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Argentina 



encc^l 


ARSENtNA 


A. Corporate Profile 

Correo Argentine (CA). also known as ENCOTESA, 
has been a government-owned corp>orattm since 
1993. The government has announced pt^s to 
privatize CA. through a 100 percent setl-off, later 
this year. CA serves 33 million Argentineans in 
competition wth ovet 270 private postal operators. 

In 1993 CA delivered 312 million letters (standa-d 
and registered), out ol a total basic mail market of 
433 million items, it also delivwed 170 million other 
peces, including eipress mail and parcels, CA has 
5.480 jxist offices and 20,000 employees Its 
annual revenue in 1993-94 was 450 millictfi pesos 
($418.5 million U S ).'” 

The basic stamp price for a "cana simple” is 75« 

(U S ), A number of possible discounts can be 
applied which different levels of management can 
ctetermine, With a large customer, the Board may 
ask to grant the rhaximum discount of 40 percent 

B. Ownership, Structure, and Organizaljon 

Corporatization 

The legislation to privatize CA will appear before 
Parliament when it reopens m March 1995. The 
aigin^ schedule was tor the sell-off to f£^e place 
in June, but CA believes that it may not now occur 
until the end of the year, allhojgh the Ministry of 
Economy is pushing for the sale as soon as 
pM^ssible. 

The main debate regarding privatization surrounds 
the provisions to prevent the formation of a private 
monopoly Theie is a real danger m Argentina's 
jfberafized market because whJe mere are four 
private postal op«?rators of si^nincani size, they are 
actually owned by one indivtckjal 


Finaftclai mandate 

The current financial objective in the run-up to 
privatization is to reverse large historical losses 
and to make a profit The deficit was halved in the 
current year, and CA is projected to be profitable in 
1995. 

MaitaBcnwnt struclura and beard evarsighi 

Currently, a Board of five memb^s operates CA. 
Ei^t regional managers report directly to the 
Board. There are several central departments 
covering national areas such as Operations, 
Marketing, and Technology These are organized 
as Strategic Business Units SBUs) In addition, 
th^-e IS an SBU for 'corporate customers," 

Assuming the provisions to prevent a contrdling 
sharehdder emerging are successful, it is 
expected that this basic structure will survive the 
sell-otf. However, the Board of Directors would then 
have the power to deade upon any new structure 

Bangt ol bukinest 

CA offers traditional mail delivery services plus 
services such as tax and money transfers. 

C. Social responsibility 

CA must provide a universal letter mail service at a 
uniform price It also must deliver the government's 
mail. In addition, it must supervise the distribution 
ol ballot boxes during elections in return for these 
soaa! obligatiCHis, the government currently covers 
CA's losses. Financial losses will not be covered 
after privatization. 

Beliil ouUeU 

No limit is put on the number of postal outlets that 
CA must maintain Its policy in recent years has 
been to reduce the network it runs directly using 
franchising and agencies (e g., making postal 
services available through local libraries) 


Based on Febfiiary 1 5. 1995 exchange laie ot $ 0.9300 CU.S.l. 
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0. Scope of Monopoly 

E]Oiitt of Ibo monopoly 

CA has no monopoly in delivery services Ttie 
Argentinean mail market was completely deregu- 
lated in 1979 by a system of licensing. In cyder to 
become a licensed c^iverer of letters, a firm must 
txiy a license from the National Commissicm of 
Pc^t^ and Telegraph S^ces, the regulator of CA 
and the postal industry, f<x 5.000 pesos ($4,650 
U.S.) 

MaUbox exelusivfty 

There is no mailbox exclusivity, 

Competition 

Presenco of compefitien 

Ihere are over 270 licensed postal operators, 
though only four of any size; OCA, Andreani, 
Autc^ses, and OCASA These four main private 
curators tend to concentrate on higher-value 
letters, that is, where proof of delivery is given to 
the sender While they could legally und^^cut the 
stamp price of CA, ^ey appear to have made 
no serious attempt to do so. 

Mailing practices and traditions in Argentina may 
partly explain the demand tor registered letters: 
people prefer to have acknowledgment that their 
letter was actually delivered. This practice may 
relate to problems of reliability and integrity in the 
past. 

F. Regulation/Mafisgerial Freedom 

Pricing and regulatory oversight 

CA has the freedom to set its own prices in a totally 
ccxnpetitive market After privatization, it is 
assumed that all the freedoms of a normal 
ccxnmercial company will apply. 

G. Employment 

Nodetailed, reliable information was rec»ved. CA 
has recently reduced staff numbers from 27,000 to 
20,000 


H. Finaeciai 

CAhas never operated its ovwi pension plan, and 
emf^oyees have relied m the government-run 
plan. 

The government has funded CA’s losses in the 
past. 

L Best Practices/Lessons L^med 

Argentina's postal privatizaticxi will be the first 100 
percent postal sell-off in the w<yld. Unique 
concfctions such as low mail volumes, the high 
stamp price, national mailing practices, highly 
deregulated markets, and the presence ot a 
potential mcxiopolist make Argentina a particularly 
unusual case, and it is not dear whether its 
experience is diredly relevant to postal administra- 
tiais such as the USPS 
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Denmark 


ieip&T 


A. Corporate Proffle 

Denmark is a r^atively small country {population ol 
five million) but recent develof^n^ts in the Dani^ 
Post provide an interesting perspective on 
commercialization vwihin the pi^ic sedor. 

Danish Post forms the remaining pjblic sector part 
of Danish PTT, T^ecommunications companies 
and postal bank services have already been 
fiH'ivatized. 

The basic stamp li^-ice is DKr 3 50 {590 U S for 
first class ma! 

B. Tile Move to Commercialize 

Danish Post has faced the same restrictions which 
have frustrated maiy of the world's postal 
administrations. 

• approvals are needed for new services and 
investments m new ventures, often requmng 
Parliamentary authority; 

• investments are severely restricted by 
government with no access to external finance, 

• constrictive employment rules and dvil service 
collective bargaining. 

• setting of tariffs requires Parfiamentary 
approval; 

• cumbersome decision rnaking processes; and 

• surplus funds are taken away by gwernment 

As a separate issue, the distinction between the • 
postal service provider and regulator has not been 
dear, ResolutiCMis passed by the European 
Commission have made non-separation maeas- 
ingty untenable. 


After yea’s of debate, there has been no dea 
politica mandae in Denmark to corporatize, mudi 
less privaize. It has, however, been recognized 
that the posta savice needs greater freedom in 
order to survive in an increasin^y competitive 
communications maket. Accadingly, in October 
1994, a political agreement was reached to aeate 
a hybrid entity within the public sector that sha^ 
many of the freedoms enpyed by private secta 
companies. 

Distinguishing features of the Post Danmak 
ae: 

• an indeperKient publicly owned entity, not 
included within the national budget; 

• &>ad appCHOtments by the Mmisiei of 
Transport ixit with some employee appointed 
represaitatives: 

• aud^ aspects of the delivery of postal 
services, including profitability, quality of serv- 
ice and basis tor laitfs ae set in a new con- 
cession; 

• substantial freedom to act in a commercial 
manna including the introduction of new 
services {in practice Post Danmak would 
inform/consull the government on all major 
dedsicxis); 

• a move towads a predefined price cap model 
for tariff setting; 

• direct mail, if the content is not personalized, 
can be deiivaed outside the monopoly; 

• prepaatiai of finandal statements along fully 
commerd^ fines, 

• the govanmeni Minista approves the finandal 
siatanenis and receives the five yea plan, but 
budgets and business plans ae the Bead's 
respaisibility, 


” Based on January 25. 19% exchange rate ol SO 1679 (U S ) 
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• Post Danmark moves to an tncc»ne taxpaying 
basis: 

• no change in civ^! service employment terms, 

• dividfflids are predetermined as a formula of 
profit after tax or on a return m investment 
approach, rather than at government discye- 
tion; 

• capital can be raised outside of ^vernmeni; 
and 

• investment and alliances up to DKK 100 million 
($16.8 million U.S ) are allowed wttbout gov- 
ernment approval- 

Retall outlets 

Five years ago all retail branches were owned by 
Post Danmark Following a process of commer- 
cialization which is ongoing, approximately hetff are 
now typically franchised out to grocery store 
owners Financial viability of the retail network is 
difficult to determine, because it relies on cost 
allocations between the postal and retail business 
^d there are no sepa’ate accounts for the retail 
business in general terms, urban retail outlets are 
thought to be profitable and rural outlets unprofit- 
able. 

Antttrust 

T^ere has been a recent antitrust compiaini to 
competition autnoniies Post Danmark set up an 
operation which collects electronic mail for 
assembly and delivery Private sector operators 
have complained to the Competition Council that 
this service is being cross-substcftzed by mom^xily 
products. A decision on the complaint is pending 

Labor relations 

A total of 70 percent of postal employees are av«l 
servants, fix whom strike action is illegal. 
Nonetheless, the remaining 30 percent may strike 
and they are, therefore, used as a negotiating tod. 
There is a separate independent arbitration body 
for dispute setiiemeni and it is generally acc^ted 
within Denmaik ihai unresolved disputes should go 
to arbitration The findings ol the arbitration body 
are not mandaiory bui must be put to a vote 


among members of the emdoyers councils 
(irKiJStry sector vwde rather than postal specific) 
and employees (postal and general transport 
work«^s unions) The recommendation of the 
arbitration body can only be turned down if more 
thstfi 50 percent of all members on both sides vote 
against the result in practice this makes it difficult 
(tfvough no-shows) to resist the final recommen- 
dation 

C, Commentary 

It is too early to judge how these new freedoms will 
work out in pM^actice but Denmark otters an 
interesting alternative to priv^ization m a political 
environment where the final step to private sector 
ownership is unacceptable 

The dividend formula, access to private capital, 
and investment alliances are particularly interesting 
and are not common features of state enterprises. 
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Office of fiowrnment Services 703 7<1 1000 

1616 North Fort Myer Drive f jcs"” se 703 7411616 

Artingtofi, VA 22209-3100 


/V/ce Waterhouse LLP 



March 13, 1996 

The Honorable John M. McHugh 
Chairman, Subcommittee on the Postal Service 
Committee on Government Reform and Oversight 
Urated States House of Representatives 
Washington, D C 20515 

Dear Chairman McHugh: 

Enclosed are answers to the 1 3 questions regarding postal reform you asked of us 
in your letter of February 7 

Please let me know if any areas need clarification or elaboration. 



Partner 


Enclosure 
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1 Of the ten progressive postal administrations that you have studied, which model would most 
suit the needs of the U S A .t Does Price Waterhouse have a comprehensive reform proposal ’ 

Pnce Waterhouse LLP does not have a comprehensive reform proposal However, what can be 
% lewed as “best practices” on the parts of the progressive postal admmistrations that we studied 
suggest possible avenues for reform for the U S Postal Service 

The ten postal administratimts have not progressed in different directions with respect to reform; 
rather, generally speaking, they tend to be at different points along the same path. In considering 
the continuum along which postal administrations fall, those administrations that offer the best 
models to the United States are those countries wdiich are furthest along in various areas. Most 
notable in offering suggestions would be Germany, the Netherlands, New Zealand, Sweden, and 
the United Kingdom These organizations are instructive m the areas of deregulation of monopoly, 
pnemg, insurance of universal service, and ownership. 

Deregulation of the monopoly. Sweden has proceeded the furthest by completely abolishing the 
monopoly While eliminating the monopoly is probably not a good idea for the Umted States in the 
short term, the theme of reducing the scope of the monopoly has tended to pressure postal 
administrations to perform better, as in the case of the Umted Kingdom, where the Department of 
Trade and Industry limited the monopoly only to items valued at one pound sterling or greater. An 
appropriate model for the United Slates might be that of the European Union (EU) overall, which 
has proposed that, beginning January 1, 2001, the monopioly will be limited to letters weighing 350 
grams (12.5) ounces or less. After January 1 , 200 1 , direct mail and incoming cross-border mail 
will be eliminated from the monopoly 

Pricing New Zealand and others present an interesting model for pricing, one based on price 
caps. Price caps achieve two benefits: they protect mailers from abuse of the monopoly through 
overly high price increases and allow the postal operator maximum flexibility m adjusting prices to 
best meet market needs. 

Universal service. Sweden, the Netherlands, and others provide a possible model. In these 
countries, the government grants a concession to a postal operator, giving a monopoly over letters 
m return for providing universal service at a uniform letter rate. Sweden Post and PTT Post BV of 
the Netherlands currently have the monopoly concession in their respective countries, this 
concession comes up for review periodically. Conceivably, it could be granted to another party if 
the government were to become unhappy with the level of adherence to the agreement. The 
important elenwnt, however, is that the postal operator receives the monopoly in return for 
providing universal service at a uniform letter rate. The arrangements are crafted on the basis of 
balance, the moiic^oly is a clearly a benefit granted to the operator but in return must adhere to a 
“contract” with the government to provide specific services. The costs and benefits of the 
arrangements need to be careftilly balanced so that the contract between the postal operator and the 
government is a fair one. 

Ownership. Germany and the Netherlands are highly progressive in the area of ownership, the 
Netherlands government having sold a majority of shares in the postal administfation's holding 
company and Germany planning privatization for 1998. The United Kingdom planned to privatize 
Royal Mail and Parceiforce, but the sale was halted at the last minute due to incomplete political 
support. While wholesale privatization of the U.S. Postal Service may be too aggressive a change 
in the short term, a clear move in that direction through means such as partial privatization of the 
competitive services (through a subsidiary owned partially by the USPS and partially by the 
pnvate sector) and corporatization of the monopoly services (corporation with stock owned by the 
United States government) could be beneficial in focusing management on minimizing costs and 
ma-ximizing service to customers. 
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2. Would you comment on whether the financial mandates of “break-even” and “profit” have an 
effect on the various postal administrations which are operated under one of those guidelines'’ 
[s one more efficient or productive than the other? 


Of the eight major postal administrations reviewed, a “profit” mandate t^ds to go hand-in-hand 
with cotporatization. That is, if the postal operator is a “corporation” then its objective is to earn 
profits. Those administrations with a profit mandate are: Australia, Germany, tte Netherlands, 
New Zealand and Sweden. With the exception of Germany, which only corporatized recaitly, all 
these operators are financially healthy. The remaining three admirustrations, those of Canada, 
France, and die United Kingdom, do not have profit mandates. These, arguably, have been less 
successfiil financially. 

We have not explicitly studied the correlation between mandate and “efficiency” or “productivity"; 
this task would be fairly time-consuming and should consider not only financial results but also 
service performaiKe and other measures of quality to customers. With the exception of Germany, 
which oiJy recently corporatized those administrations with a profit incentive tend to be regarded 
as the most successful both financially and with respect to providing mnovative, value-added 
services to customers. 


3 The ten administrations studied by Price Waterhouse do not have a mail box monopoly They 
appear to be unaffected by this. Would this open mailbox monopoly work in our country? 

How would you suggest that this be addressed? (For instance, a sticker on the box indicatmg 
open or restneted mailbox, restricting access to locked mailboxes, a poll of customers, etc.) 

The ten administrations we studied may appear to be “unaffected” by not having a mailbox 
monopoly largely because, in most cases, the majority of their revenues are drawn from products 
that are protected by produa monopolies rather than mailbox monopolies. 

To evaluate how an open mailbox monopoly would work in the United States, each of six general 
types of mailbox must be considered. Of these six, the only type of mailbox which would be 
significantly affected by a rule change is the last, unlocked mailboxes at curbside or attached to a 
house or business. 

Business with employee or mailroom designated to receive mail. Competitors always have had 
access to businesses with a receptionist or mailroom available to receive mail. Susprading the 
mailbox monopoly would have no efifect on such businesses without mailboxes. 

Post Office box Competitors do not have access to Post Office boxes in the United States or in 
other countries, so adopting the no-mailbox monopoly rules found m other countries would have no 
effect in the United States. 

Mail slot on door. Competitors in the United States already have access to mail slots, which are 
not considered subject to the mailbox monopoly, so a rule change again would have no efifect. 

Locked mailbox with a slot for access. While common in parts of Europe, these do not exist in 
significant numbers in the United States. 

Lacked mailbox without a mall slot. This type of mailbox is not c(»nmc» outside the United 
States. In areas where it (fees exist, such as Canada, competitors generally are not givim keys by 
the owners of the mailboxes (the apartment buildings) on the grounds of security. If the United 
States were to suspoid the mailbox monopoly, the same result as in Canada is likely to follow, with 
apartment buildings being reluctant to issue keys to organizations other than the U.S. Postal 
Service, resulting in little oxnpetitor access to these mailboxes. Thus, a rule change likely would 
have little efifect. 
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Unlocked mailbox at curbside or allached to structure (house or business). This is the only type 
of mailbox in which suspension of the mailbox monopoly policy would have much bearing for the 
U S. Postal Service. These probably account for less than one fourth of delivery points in the 
United States. There could be a variety of ways to address this issue, including allowing uidividual 
customers to handle mailbox access as they see fit. Many postal customers, as daily newspaper 
customers, already have demonstrated m interest in permitting alternate delivery companies access 
to their dwellings by constructing a second, and sometimes a third, mailbox alongside their 
monopoly-restricted postal mailboxes. These types of customers are probably capable of 
proactively deciding for diemselves how they would wish to treat their postal mailboxes in an 
environment without a mailbox monopoly. 

In summary, suspension of the mailbox monopoly in the United States likely would have little 
effect except for those customers with unlocked mailboxes at curbside or attached to structures, a 
minonty of deliver points. Because these customers own their own mailboxes, and in many cases 
have permitted access by alternate delivery compaiues, they may be in a good position to determine 
how to react to a suspension of the mailbox monopoly 


4 Generally, the progressive administrations have been able to implement labor/managemem 
reforms What was the common denominator’ How much employee input was considered’ 

The precise mgredients of successful management/labor reform ui any given country vary 
dependmg on the specific history of labor relations One shared ingredient among postal 
administrations that have successfully unplemented reform is the government’s willmgness to 
clearly define the postal authority’s long-term mission. Postal operators require the impetus of an 
unambiguous commercial mandate from their governments in order to motivate meaningful reform 
in labor/management relations. In New Zealand and Australia, the governments’ explicit 
legislative agendas recast both postal administrations as commercialized entities that should 
compete much like private sector firms With the commercial framework clearly defined, 
management in both nations took bold steps to improve management/labor interaction New 
Zealand Post embarked on an aggressive restructuring plan and encouraged managers to mirror the 
entrepreneurial outlook of private sector counterparts. Australia Post enacted progressive self- 
assessment procedures for employees and pursued management/labor partnership 

The United Kingdom’s experience provides a sobering example of how legislative ambiguity can 
erode worker morale and cloud management’s entrepreneunal outlook Beginiung ui 1992, Post 
Office management began preparing Royal Mail and Parcelforce for privatization The 
government reversed its decision to privatize in November 1994, as a result of political discord 
with^ the ruling conservative party Suice John Major’s January 1996 aiuiouncement that he 
would pursue pnvatizauon if re-elected, the uncertainty surroundmg the Post Ofifice’s future 
mandate and organization has increased still further. This uncertamty has deprived management of 
the incentives and foresight needed to enact visionary labor/management reform. Tlie abrupt shift 
of policy also may have contributed to weakened worker morale, explaining at least in part the 
1995 labor strikes that occurred in Scotland 


5. Of the postal administrations you surveyed, which were products of reform efforts initiated due 
to political or social crisis situations? Ideally, reform of public institutions such as the Post 
should occur outside of crisis situations - do you agree? 

With the possible exceptitm of Argentina, postal reform in surveyed countries has not resulted from 
crisis situations, whether political, social, or otherwise. While “crisis” per se has not be the cause 
of postal reform, there have existed distinct catalysts. In most countries surveyed, reform 
proposals have resulted from the govenunent’s commitment tq greater efficiency in the gmeral 
economy. In the case of Eurc^iean nations, the need for Eurc^iean Member States to comply with 
the EC Treaty has also contributed to progress m reform efforts. 
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in Australia and New Zealand, the governments made legislative commitments to remove the 
structural and institutional fectors that inhibited efficient performance in key industries, including 
aviation, telecommunications, and financial services. Reform in the postal sector coincided with 
these economy-wide deregulatory efforts. 

In Europe, adherence to Article 86 of the EC Treaty is driving many reform proposals. Article 86 
of the EC Treaty prohibits economic activity withm the common market by, “one or more 
undertakings that involves an abuse of a dominant position. . .” While the European Commission 
has attempted to establish guidelmes that would apply Article 86 to the postal seaor, the process 
has been stymied by special interests particularly labor, who view efforts to deregulate the postal 
sector as threatening job security As Europe migrates towards greater integration, enforcement of 
the EC Treaty implies that Member States will eventually erode monopoly protection, tax 
exemption, and other non-competitive practices. 

In Argraitina, the government’s determination to avoid economic cnsis is motivating reform. The 
Argentine government has committed itself to an austere fiscal package that requires revenue from 
the sale of state owned industnes, including the state postal operator. Postal privatization is one 
component of the government’s overarching movement towards lower government involvement in 
the nation’s economy. 

As a backdrop to these reform efforts, many postal administrations are increasingly aware of the 
competitive threat posed by electronic media. Most postal executives view deregulatory initiatives 
as needed to afford postal operators the flexibility to compete in the modem communications 
sector. 

Reform of public institutions, especially an institution of the Postal Service's magnitude, should 
occur outside of crisis situations. Crisis situations rarels afford policy makers the opportunity to 
thoughtfully craft long-term solutions to complex problems Instead, crisis mentalities encourage 
band-aid solutions that may overlook fundamental issues. 


6 Last November, the Subcommittee on Postal Service initiated its reform hearings by receiiuig 
testimony by proponents of legislation which would transform the Postal Service uito a fully 
pnvate entity wholly owned by its employees. Are you aware of any postal administration 
which operates with this type of ownership model? 

We are not aware of any postal administration that operates with this type of model. Canada Post 
Corporation (CPC) does have an employee share ownership plan which was authorized by the 
Canada Post Corporation Act but has not yet been implemented. This plan permits CPC to sell up 
to ten percent of Glares to employees. In its February 15, 1996 submission for the mandate review, 
CPC expressed its interest in exercising the employee share ownership option. 

Examples of privatization by transferring ownership in industrialized enterprises to employees has 
occurred mostly in Eastern Europe and the former Soviet Union, rather than in the West. This 
model tends to be used in situations where the chjective is to quickly return equity held (and often 
originally seized) by the state to private individuals in such as way that widely distributes shares to 
the citizenry to help build an economic foundation of capitalism that generates popular support for 
a Western-style, democratic government. To the best of our knowledge, even in these countries, 
postal administrations have not been privatized by giving the equity to employees or others. 
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7 Labor costs account for approximately 83 percent of the operating costs for the U S. Postal 
Service. How do these costs compare in relation to other posts’ Could you descnbe the 
efforts made by the foreign posts your surveyed ui addressing labor costs’ 

Pnce Waterhouse conducted a survey of postal labor costs as a share of total operating expenses in 
the eight major countries we studied. The results of this survey, conducted in December 1995, are 
attached. 

The attached figures indicate that all postal operators studied have si^uficantly lower labor 
expenses than the U S Postal Service. Many postal administrations have taken steps to lower the 
share of expenses attributable to labor, either by decreasing wage premiums or eliminating 
positions. Canada has pursued gradual reduction of the wage premium since 1981 throu^ 
difficult labor negotiations and has also reduced staff by 10,000 over the last seven years. Other 
c^erators also have focused on streamlining employment, including Australia Post, which reduced 
staff by 6,000 over the last six years; New Zealand Post, which has cut 5,000 positions over the 
last nine years; the Dutch postal service, which has lowered employment by 4,000 over the last 
three years and recently announced another 9,000 in upcoming cuts; Argentina’s postal operator, 
which decreased employment by 7,000 since 1993, and Sweden Post, which lowered employment 
by 6,000 between 1991 and 1993 

Table 1 

Comparison of Labor Expenditures 
for International Postal Administrations 

(as a share of total operating expenses) 



Unadjusted 

Adjusted^ 


Labor 

Non-labor 

Labor 

Non4abor 

Australia 

59% 

41% 

63% 

37% 

Canada’ 

(figures not available) 

(flgme not svafiabte} 

France’ 

76% 

24% 

76% 

24% 

Germany’ 

77% 

23% 

77% 

23% 

The Netheilands* 

56% 

44% 

56% 

44% 

New Zealantf 

52% 

48% 

(Hgun* not mHM*) 

Sweden 

45% 

55% 

46% 

54% 

United Kingdom 

63% 

37% 

70% 

30% 


Notes: 
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Oecembef 12. 1995 


Comparison of Labor Expenditures 
for International Postal Administrations 


Methodology 


Unadjusted percent labor figures are calculated, for each postal administration, by 
dividing labor and associated costs by total operating costs. The unadjusted non-labor 
figures equal one minus this result. 

Many postal administrations contract out substantial portions of their retail networks. In 
these cases, the unadjusted labor figures understate tme labor costs because wages 
and benefits paid to employees of the outsourced retail operations are considered non- 
labor, rather than labor, costs from the standpoint of the postal administration. To 
improve the consistency of figures across organizations, the unadjusted figures are 
modified to reflect actual labor expenditures. 

Postal administrations that outsource retail operations normally procure these services 
by paying an explicit franchise fee. To calculate true labor costs, this amount is divided 
between labor and non-labor based on the estimated comparable figure for the United 
States. The outsourced retail labor amount is added to postal administration labor and 
subtracted from postal administration non-labor; the adjusted percent labor figures are 
calculated using these revised figures. 

Calculations are based on the most recent financial results reported by each postal 
administration, usually for fiscal year 1994 or 1995. In most instances, clarifications and 
additional information were obtained from sources at the postal administrations. 

It is important to note that these postal administrations have been selected due to their 
characterization as "progressive” in terms of compeUtion, commercialization, and/or 
deregulation. They should not be considered a representative sample of any kind. 
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8 The Clinton Administration recently included in its most recent budget proposal a deficit 
reduction provision requiring the U S Postal Service to prefund its retire health benefits 
Since the Postal Service is an ofT-budget entity, this requires the Postal Service to transfer 
approximately $9 8S billion to the U S Treasury Have other foreign posts been used as 
similar agents of deficit reduction? 

Use of postal revenue as a deficit reduction source has also occurred in countries where the postal 
administration generates revenue m excess of costs. The most striking example of this practice 
occurs regularly in the United Kingdom, vAere the Post Office pays the government a 33 percent 
income tax on all profits in addition to an afier-tax levy of profits The magnitude of the after-tax 
levy vanes, depending upon negotiations between the government and Post Office management. In 
fiscal year 1995, the income tax amounted to £15S million ($240 milUon) and the profit levy 
amounted to another £226 million ($344 million), or 7 1 percent of afier-tax profit Post Office 
executives have been highly critical of these ad hoc levies on the grounds that they deprive the Post 
Office of needed revenue for capital investments and inflate postage rates. In November 1 995, the 
Chancellor of the Exchequer 's budget called for the Post Office to pay an additional £ I billion 
($1 52 billion) over the next three years, prompting Post Office executives to predict future rate 
mcreases 


9 How much competition do the “reform posts” actually face ui light of the fact that Sweden and 
Canada, for example, have acquired ownership of their competition’’ 

The amount of competition faced by “reform posts” must be gauged in each specific product 
market -Most face substantial competition in the expedited mail and ground parcel markets 
Many, such as the Netherlands, face substantial competition in the area of maga-iines. In the case 
of direct mail, most countries have not lified the monopoly yet. 

Sweden is the only country studied (except Argentina, where competition for letters is intense) that 
has abolished the monopoly on letters. In the Swedish case, the competitor, CityMail, entered the 
market by offering pnees substantially below those of Sweden Post m a smgte market, Stockholm 
Sweden Post responded by matching CityMail’s prices in those markets. CityMail argued that 
Sweden Post's prices were predatory and below cost, subsidizing Stockholm mail prices with 
higher-priced volume from the rest of the country. Due m large part to a price war, CityMail 
expenenced severe losses and was acquired by Sweden Post for reasons that Sweden Post has not 
made fully clear 

Some have suggested that CityMail's bankruptcy resulted from unsophisticated antitrust 
procedures on the part of the government that ^led to result m a speedy, favorable ruling for 
CityMail. This argument would suggest that, if CityMail was correct in alleging that Sweden Post 
was engaged in predatory priemg, a comparable competitor m the United States would not be at 
risk to similar anticompetitive behavior, provided the U S Postal Service were subject to 
traditional antitrust laws. 

In mail, a major difference between the American and European markets is density. The U S, 
Postal Service delivers the most mail per capita of any country in the world, and double that of 
many European postal operators. For example, the U S, Postal Service’s 670 annual items per 
inhabitant compares with 299 in the United Kingdom and 230 in Germany. ‘ The higher density 
increases the probability of healthy competition in a deregulated market. 

Another difference between the United States mail industry and those of other countries studied is 
the degree to which downstream access discounts have been made available by the U S. Postal 
Service and the degree to which customers have taken advantage of those discounts by cmitracting 
to private presort bureaus and transportation companies. These companies, which geMrally do not 
exist in similar size and number outside of the United States, have developed strong expertise and 
have the potential to act as formidable competitors to the U.S. Postal Service should the monopoly 
be reduced. 


Source Statistique lies Services Postaux, Universal Postal Union. 1994 
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10 What has been the actual experiences of those posts which allow their employees the right to 
strike? If such a right is exercised, can the post hire replacement workers? 

The actual experience of postal services allowing workers the right to strike varies. In countries 
such as Australia, die Netherlands, New Zealand, and Sweden, postal administrations have 
operated with little significant labor unrest despite the feet that workers have the ri^t to strike. In 
other countries, labor relations have been far more contentious. Canada Post feced tabor 
stoppages in the past decade while trying to negotiate lower wage premiums. Over the past year, 
the United Kingdom's Post Office confronted labor unrest in Scotland. In France, woikeis went on 
strike for extended periods to protest government welfare reform and automatical programs 
threatening job security In early 1996, management at the French postal service announced that 
postage rates would increase in the near fiiture as a consequence of financial losses induced by 
labor stoppages. 

While strike periods have proven difficult for pcrstal customers in the affected countries, they can 
be argued to have served as necessary means for the postal admimstration and the union to adjust 
to changing market conditions. The alternative, no strike with labor agreements enforced by the 
government itself or, as in the case of the U.S. Postal Service, by an independent, binding 
arbitrator, can provide greater stability for postal customers in the short-term but can also have the 
effect of enforcing a status quo in labor agreements that feil to adjust to an evolving marketplace. 

If such a status quo eventually becomes outmoded, the resulting imbalances could ultimately prove 
harmful to labor, management, and customers 

In considering the ability of management to hire replacement workers, a distinction must be made 
between permanent and temporary replacement workers. While postal administrations in most 
countries do not have the authority to permanently replace striking workers (including Australia, 
the Netherlands, France, Germany, and the United Kingdom) in some countries, such as Germany, 
the postal administration operates with a provision for temporary replacement of workers during 
labor stoppages Such a provision strengthens the ability of management to withstand a strike. 

11. The U.S. ratemaking system with an independent Postal Rate Commission appears to be 
unique Our PRC is charged with both rate and classification responsibilities How do foreign 
posts address the issues of different classes of mail? Do foreign posts engage in 
reclassification efforts? 

Most foreign posts are subject to some sort of regulatory or oversi^t agency; however, the degree 
to which these operators are regulated is fiir less than the U.S. Postal Service is by the U.S. Postal 
Rate Commission. In general, if a postal administration wishes to introduce a new product or 
change a price for an existing product, the organization discusses the proposals informally with the 
ministry that relates it. The ministry may suggest modifications to the product or price changes 
based on the informal discussions. When both parties (the operator and the relator) have 
reached an agreement, the operator implements the changes. 

This situation can be seen in two major countries in Europe, the United Kingdom and (jermany. 
The Post Office in the United Kingdom is responsible to the Department of Trade and Industry 
(DTI). If one of The Post Office’s business units wishes to restructure or reprice a product, it 
submits a proposal to DTI. The Post Office and DTI then discuss this prop^al informally, 
without any specified regulatory process; if DTI agrees, then The Post Office is free to implement 
the proposal following a three month period during which the Post Office Users National Council 
(POUNC) has an opportunity to comment, but not materially affect, die proposal. For example, in 
January 1996 Royal Mail proposed a one penny increase in the price of a first class stamp from 25 
pence to 26 pence. Assuming dial DTT approves this mcrease, the price change will be put into 
effect following the three month comment period. 

Similar to the United Kingdom, in Germany, Deutsche Post AG is responsible to its own r^lmory 
mimstry. The ministry must approve any product or pricing changes Deutsche Post desires; 
however, there is no formal re^latory process. 
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Given this situation, foreign posts do not engage in American-style “reclassification efforts,” 
Generally, if a foreign postal administration wishes to introduce new classes of mail th=»r better 
serve the needs of customers, it simply proceeds with implementation following informal approval 
by its oversight ministry. However, no long, cumbersome process as exists in the United States 
can be found in the reviewed postal admimstrations. 

12 In your prepared statement, you discuss reorganizmg the Postal Service's competitive 

businesses into a deregulated, wholly-owned subsidiary What role do you see for a regulator 
in this arrangement to ensure no cross-subsidization between competitive and monopoly 
products? How would institutional costs shared by the Postal Service and this new entity be 
allocated? Would the Postal Rate Comimssion be the regulator? 

The regulatory problems that would be &;ing the Postal Service if it were to reorganize its 
competitive lines of business into separate, deregulated subsidiaries are not unlike those &ced by 
companies m a vanety of rate-regulated industries both in the U S and overseas For example, 
regulators m the United States telecommunications and electnc utility industries at both the federal 
and state levels have had to face these challenges for several years as companies have diversified 
into competitive lines of business. 

Regulators have addressed this problem through a variety of measures The most progressive 
regulatory agencies in both the United States and overseas (particularly in the telecommunications 
sector) have implemented alternative regulatory frameworks that deal with the cross subsidization 
problem that you address in your question. Frameworks such as "pnce caps" or "RPl-X" divide 
the company's services into different "baskets" (often regulated and non-regulated service baskets) 
and allow the company to change prices m the regulated services baskets as long as the changes do 
not exceed the rate of price inflation (RPI) in the economy as a whole minus some productivity 
factor (X). Detailed cost studies are required to set the uiitial prices for the various baskets (thus 
protecting agamst cross subsidization), but once these mitial prices are set (and reviewed 
periodically), pnce cap regulation provides several benefits: 

• incentives for mcreased efficiency by the regulated company because it is allowed to keep all 
profits; 

• reduced regulatory costs because of reduced administrative requirements by the regulator; and 

• increased ability by the regulated company to change prices quickly to address changing 
market conditions 

In terms of the allocation of institutional costs across regulated and non-regulated lines of business, 
once initial prices are set, there is much less need to perform detailed cost allocation studies under 
pnce cap regulation. As long as mitial prices are subsidy-free and the price cap formula is updated 
periodically to reflect different market and cost conditions, regulated and non-regulated rates 
should be subsidy-free.^ 

It IS unclear whether the Postal Rate Commission would remam the Postal Service’s regulator 
under various alternative regulatory frameworks. If such frameworks were adopted, however, the 
requirements of the regulator would be reduced dramatically, as one of the primary benefits of 
these frameworks is their relative administrative ease and decreased need for extensive studies and 
hearings. 

For these reasons, alternative regulatory frameworks have been embraced by regulators in a variety 
of mdustries that have been looking for an efficient, easy-to-administer form of regulation that both 
discourages anti-competitive behavior and addresses the problems inherent in regulating a 
diversified company. 

Many postal admimstrations overseas have recogrozed the advantages of alternative regulatory 
frameworks in general, and price caps in particular 


' The development of initial pnces and praiodic updates may require detailed cost studies. 
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13 One of the responsibilities of our PRC is to insure against cross subsidization of one class of 
mail by other classes of mail. How do foreign postal administrations insure against monopoly 
claisses subsidizing competitive classes? 

In countries without a regulatory body, the government usually charges an executive ministry with 
oversight responsibility for the postal administration The ministry hears complaints of cross- 
subsidy from competitors and investigates cases as necessary to assure fitir competition. In the 
Netherlands, for example, the transport minister overseeing the Dutch postal service is prodding 
that organizaticm to remove bulk exemptions given mail order companies because competitors have 
alleged predatory pricing. The process is generally less public and less drawn-out than rate cases 
m the United States. The judicial system also resolves complaints of cross subsidy, as occurred in 
the Netherlands when the Dutch postal service protested the findings of the transport minister 
regarding pricing. 

in European countries, the European Cortunission serves as the ultimate authority on competition 
and cross subsidy. It investigates private sector complaints alleging unfair competition and rules 
on competition issues Interestingly, the European Commission’s recently published draft 
Directive addresses the issue of cross-subsidy between competitive and non-competitive products. 
The Comtiussion calls for greater transparency of accounting to guard against cross-subsidy and 
suggests that governments transfer oversight responsibility from ministries to regulatory agents 


The proposal that we suggested in our January 25, 1995 advocates separating the competitive and 
monopoly businesses of the U.S. Postal Service as a solution to precisely this cross-subsidization 
problem. One the one hand, management gams die freedom to pursue profitable non-monopoly 
products that provide high value to customers On the other hand, the moncgwiy products are 
protected against being used to cross-subsidize non-monopoly activities 
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GAO 


United Stntes 

General Aeeoaatiiig Ofllee 

Wuhli^n. D.C. 20548 


General Government Division 


April 5, 1996 


The Honorable John M. McHugh 
Chairman, Subcommittee on the 
Postal Service 

Committee on Government Reform 
and Oversight 
House of Representatives 

Dear Mr. Chairman: 

As requested, enclosed are our responses to the ten 
questions relating to the Subcommi ttee ’ s hearing of 
January 25, 1996. 

If you have any questions regarding our responses, please 
call me at (202) 512-8387. 



Michael E. Motley 
Associate Director, Government 
Operations Issues 


Business 


Enclosure 
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GAO RESPONSES TO QUESTIONS OF FEBRUARY 1 . 1996. 

FROM THE CHAIRMAN. SUBCOMMITTEE ON THE POSTAL SERVICE 
HOUSE COMMITTEE ON REFORM AND OVERSIGHT. RELATING 
IQ. JANUARY 25, 1996. HEARING 


Question 

1. GAO reported in its Report to Congress "Labor-Management 
Problems Persist on the Workroom Floor" chat the Kappel 
Commission found deplorable conditions, "a poor work 
environment, antiquated personnel policies, limited career 
opportunities and training, inadequate system for 
supervision and unproductive labor-management relations." 

Upon reaching these conclusions and other findings, the 
Kappel Commission in June 1968 recommended that the Post 
Office Department be replaced. These findings echo what we 
are hearing today. Is the time right for a 
reform/reorganization now? 

Response 

We believe that it is time for Congress to begin examining those 
specific provisions of the 1970 Act that may create obstacles to 
more harmonious labor relations in the Postal Service and consider 
provisions that may encourage and facilitate efforts of both 
management and unions to improve employee working conditions. Our 
belief is based on Che conditions we reported to Congress about 18 
months ago and Che lack of any apparent progress in significantly 
improving the Service's labor relations since that time. These 
developments include <1) a significant growth in the number of 
grievances filed by employees and unions against Postal Service 
management, (2) the inability of three of the four major unions to 
reach agreement in the most recent contract negotiations, and 
(3) the continued dissention and conflict between the two largest 
unions and Service management over recent initiatives, e.g., 
Customei: ParfactI training and employee opinion surveys, to 
improve organizational and employee performance. 

Our September 1994 report dealt primarily with noneconomic issues 
such as autocratic management styles, poor employee attendance, 
difficulties in administering employee discipline, and operating 
inefficiencies that affect customer service. However, Postal 
Service management and unions often disagree over both economic, 
e.g., pay and benefits, and noneconomic, e.g., dependent care and 
grievance arbitration procedures, and sometimes refer all issues 
to arbitrators for resolution. For example, in their most recent 
contract negotiations, the Service and the National Association of 
Letter Carriers could not agree on any of the 80 economic and 
noneconomic issues at the bargaining table, and all were referred 
for binding arbitration. 
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To effectively address both economic and noneconomic issues, 
Service management and labor unions will need to reorient their 
relationships from a ”we-they” posture in negotiations to a more 
cooperative, "win-win" approach that balances the overall, long- 
term interests of postal employees, unions, and management. We 
said in our report that management and unions in some other 
organizations, e.g., TVA, Saturn, Ford, were able to implement, at 
the factory floor level, a cooperative approach after top-level 
union and company leadership agreed to make some fundamental 
changes in perspectives, values, and relationships. Our 
recommendation for a long-term (at least 10 years) framework 
agreement by the National Leadership Team for demonstrating 
improvements in the workroom climate was based in part on the 
positive labor relations experiences of these other organizations. 

A number of alternatives exists that could potentially stimulate 
stronger management-union cooperation and more frequent agreement 
on issues at the bargaining table in the Postal Service. A 
criticism sometimes made of the current legislative provisions is 
that binding interest arbitration tends to drive the parties apart 
rather than bring them together because, reportedly, arbitrators 
tend to "split the difference" in their awards and allow, to some 
degree, both parties to win. Thus, as the argument goes, current 
binding arbitration provisions can promote uncompromising behavior 
because each party may hold out for the largest concession from 
the other party, knowing that the negative consequences of failing 
will be minimal --perhaps even rewarding. 

Alternatives to these binding arbitration provisions of the 1970 
Act include the Kappel Commission's 1968 recommendation that, when 
voluntary mediation and binding arbitration have failed, 
collective bargaining disputes be referred to the President, The 
Commission's report said that "The President would be free to 
establish whatever ad hoc methods he chooses to resolve the 
matter. The uncertainties for both parties built into the final 
stages of this procedure make for more meaningful bargaining and 
are, in our view, a source of strength. " 

Another form of binding arbitration, "final offer", has also been 
suggested. We are looking at the experiences of some governments 
and unions at state and local levels that have used this form of 
arbitration, and we will provide the results of our work to the 
Subcommittee. Still another option, which has been used in one 
state (Massachusetts), is an independent joint labor-management 
committee to settle contract negotiation disputes. The joint 
committee can select from a number of options for resolving the 
disputes. Another technique used at the state and local levels is 
to require that all arbitration awards be approved by a state or 
municipal governing entity, such as the state legislature or 
mayor . 

Finally, it may be useful to note that the 1970 Act does not 
provide any criteria that outside parties, such as mediators or 
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arbitrators, are to consider when resolving collective bargaining 
disputes. This is an interesting contrast to detailed criteria of 
the act for setting postage rates. The act prescribes nine 
specific criteria that must be considered by the Service and the 
Postal Rate Commission for setting postage rates and resolving 
differences between the Service, the Commission, and various 
third-parties who intervene in rate proceedings. 

Ou.e.,a.t„Lg„n 


2. We have heard a variety of interesting approaches to reform 
of postal systems, although we all know that the U.S. mail 
system is unique in many ways. What would you say are the 
most unique features of the U.S. system that create 
challenges for following the path of other countries in 
reform? On the other hand, what aspects of our system, if 
any, are similar to the features of most other countries' 
systems? 

Answer 

Perhaps the most unique feature of the U.S. mail system is its 
size. Significant differences exist in the populations served, 
and thus the mail volumes and revenues generated, by the U.S. 
Postal Service compared to the other postal administrations that 
we reviewed. The Service's larger size would not appear to create 
any particular challenges in following the path of other countries 
in reform. However, because of the widely-dispersed U.S. 
population, issues surrounding the extent and quality of universal 
mail service, e.g., delivery to all communities 6 days a week, 
could surface in this country as they have in some other 
countries. There is also the question of how the practices of a 
reformed and market -aggressive Postal Service might affect 
competitors, particularly smaller firms offering mail delivery and 
mail-related services, given the Service's immense size and 
potential for economies of scale. 

The U.S. mail system, when compared to those of some other 
countries, also appears to be somewhat unique in the restrictions 
imposed by law and regulation on the private delivery of mail. 

More than 80 percent of the Postal Service's mail volume is 
protected against private delivery under the Private Express 
Statutes. Information that we gathered and information presented 
in the February 1995 report by Price Waterhouse indicate that 
postal administrations in some, if not most, of the other eight 
countries have much less statutory protection of their mail 
volumes and revenues. For example, in Canada, about half of the 
total mail stream is protected against private delivery. A few 
countries have eliminated the protection altogether. 
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In addition, many foreign postal services have used their 
commercial freedom to acquire subsidiaries, participate in joint 
ventures, and contract out some functions that the U.S. Postal 
Service handles itself. For example, according to Price 
Waterhouse, a number of foreign postal services operate a majority 
of their post offices through private franchises. 

Any postal reform initiatives in this country that would give the 
Postal Service greater commercial freedom to price and market 
current or new services will likely raise difficult policy issues 
regarding the Private Express Statutes. Some private delivery 
firms and mailers may urge a change in the Private Express 
Statutes to allow private delivery firms greater access to now 
protected letter mail delivery markets. Also, Congress will 
likely want to know how universal mail service and the Service's 
current revenue and races might be affected by any substantive 
change in Che Statutes. In this regard, we plan to issue a report 
soon that will include estimates of the changes in the Service's 
revenue and postage rates if the Statutes are relaxed. 

There are a number of similarities between the U.S, systems and 
Chose of Che ocher countries Chat we reviewed, particularly as 
regard Co public service mandates and changes in operating 
environments. All of the other countries require some form of 
universal service. Even those countries described as the most 
progressive in postal reform, such as New Zealand and Che 
Netherlands, have continued to require mail services to all 
communities . 

Another similarity is the challenge of competition from private 
delivery firms and electronic technology that face the Postal 
Service and the other postal administrations. According to the 
Price Waterhouse report, this competition has been a driving force 
for postal reform initiatives of other countries in the past 15 
years. Responding to the changing technology, other postal 
administrations are already offering new electronic-based 
services, such as fax services and hybrid mail (a combination of 
electronic and hard copy message delivery service) . Toward that 
end, the Postal Service is currently devoting considerable market 
and product research to identifying how it can offer electronic 
services and is seeking greater statutory freedom to price and 
market such services . 

Questions 

3. Given chat we have only heard testimony from a few countries, 
could you expand upon what we have heard by describing how 
other advanced nations addressed postal monopoly and 
privatization issues? 
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A. Last month, GAO’s Budget Issues Area issued a report on 
privatization and divestiture practices in other nations. To 
what extent, it at all, do you believe that the findings of 
this report are applicable to the postal arena'’ 

Answer.^ 

In addition to those represented at the hearing, we reviewed the 
postal administrations in four countries; Germany, The 
Netherlands, the United Kingdom, and France. In answering this 
question, we use the term privatization to mean a change in 
ownership from the government to private investors. 

The Netherlands have taken steps toward privatization and are 
currently considering narrowing or eliminating their postal 
monopolies. The German postal administration has been 
implementing postal reform in stages, with privatization and 
deregulation planned for the near future. Under " Postreform I," 
started in 1989, separate entities were established for the postal 
administration, postal banking, and telecommunications. Under 
"Postreform II," the German postal service was commercialized on 
January 1, 1995. Under "Postreform III," further deregulation and 
privatization is planned. Deutsche Post said in its 1994 annual 
report that "the company's privatization will be completed when it 
goes public in 1998." Germany's postal monopoly was narrowed in 
1995, when licenses were granted to private companies to deliver 
bulk advertising and printed matter weighing more than 250 grams. 
The German postal minister has outlined legislation to begin 
deregulating the postal market in 1998 and introduce full 
competition in 2003, according to Price Waterhouse. 

The majority interest in the postal administration of the 
Netherlands is owned by private investors, and the Dutch 
government currently owns a 45 percent share of Koninklijke PTT 
Nederland NV (KPN) , the holding company of the postal 
administration, PTT Post. KPN shares are traded on the Amsterdam 
and New York Stock exchanges. This is the only postal 
administration in Europe to have been partially privatized. 

In the Netherlands, the government's Department of Transport began 
a review last year of the scope of universal service obligations 
and the postal monopoly. The Dutch postal administration expects 
the review to be completed in 1997 . 

Regarding the other two postal administrations, the British 
government proposed privatizing their postal administration, but 
this failed to win the support of Parliament and was withdrawn in 
late 1994. Our limited information on postal developments in 
France does not indicate that any actions have been taken toward 
privatization or narrowing the postal monopoly in that country. 

Regarding the GAO report you mentioned ( Budget Issue.s: 
Privatization/Divestiture Practices in Other Nations . GAO/AIMD-96- 
23, Dec. 15, 1995), several findings discussed in that report are 
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relevant to postal reform. The report discusses privatization 
meaning, for the purposes of chat report, divestiture or the 
transfer of ownership from the government to the private sector. 
The GAO review focused on the divestiture experiences involving 
various industries--such as manufacturing; transportation and 
public utilities; and finance, insurance, and real estate--of five 
countries: Canada, France, Mexico, New Zealand, and the United 
Kingdom . 

The report says that goal of privatization in some other 
countries, such as the United Kingdom and New Zealand, was 
grounded, entirely or in part, in the belief that Che private 
sector could generally operate commercial enterprises more 
efficiently than the public sector. A form of Postal Service 
privatization, i.e., transfer of ownership to postal employees, is 
proposed in H.R. 210, which was discussed at the Subcommittee's 
November 15, 1995, hearing. It should be noted that the December 
1995 GAO report did not include an evaluation of Che success in 
achieving national privatization goals of the other countries. 

The GAO report discusses factors chat Che other countries 
considered when deciding how and what to privatize, such as the 
presence or absence of competition and whether the enterprise 
exhibits natural monopoly characteristics.^ Some of the countries 
that sold monopolies either (1) tried to create competition by 
eliminating the monopoly statutes that had prevented competitors 
from entering the market, or (2) broke up monopolies, thereby 
injecting competition. We said that the governments in France and 
New Zealand will not privatize monopolies. France does not sell 
monopolies because the government believes that certain public 
functions, such as the provision of public utilities, require a 
monopolistic structure to ensure equal access to high quality 
service. New Zealand will not sell natural monopolies because the 
government believes that they are economically inefficient. New 
Zealand will sell statutory monopolies once the legislation that 
created the monopoly has been removed and the entity has been 
restructured to allow competition in the industry. The United 
Kingdom has sold natural monopolies, but in each case it 
established a regulatory body with the responsibility of 
preventing abuse of monopoly powers. 

Relating to the emphasis placed by other countries on competition, 
the United States also has varying levels of competition for 
message (or letter) and merchandise delivery. Expedited letters 


^As defined in our December report, a natural monopoly arises 
when the entire output of an industry can be most efficiently 
produced by a single firm, for example, when the firm has 
significant economies of scale. For this reasons natural 
monopolies are often regulated or government run. Statutory 
monopolies are monopolies where an exclusive right to sell is 
granted by law, and may include natural monopolies. 
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and parcel delivery services are highly competitive markets and 
not covered by the Statutes. The delivery of letters to 
residential customers is subject to the Statutes, and whether such 
delivery has natural monopoly characteristics is often debated 
among economists- Notwithstanding the extent of competition or 
coverage of the Statutes, the rates for all domestic mail services 
are subject to review and approval by the Postal Rate Commission. 

Question 

4. The D.S. Postal Service has repeatedly complained that the 
current ratemaking process allows its competitors access to 
sensitive and often-times proprietary information. Is this a 
common complaint by other postal administrations? 

Answer 

The information we gathered on other countries indicates that 
their postal ratemaking policies and processes are very different 
from those followed in the United States. However, in a number of 
countries, including the United States, there is the issue of how 
to best balance two seemingly conflicting needs: to protect 
proprietary rate data, and to ensure that postage rates are not 
unfair to some customers or predatory toward competitors. 

Regarding Che need to protect proprietary data, some other 
countries have given postal administrations freedom to set postage 
rates without the level of scrutiny by a regulatory body and 
intervening parties that typifies postage racesetting in this 
country. Because of this relative freedom, concerns about 
protecting commercially-sensitive information from competitors 
does not appear to be as common in the other countries as in the 
United States. 

As regards the need to ensure fair pricing, it is not clear how 
the various other governments have done this. In particular, the 
Subcommittee may want to explore how some other governments 
provide assurance to the general public and postal competitors 
that the rates charged by those postal administrations with both 
statutory monopolies over letter delivery and relatively little 
independent rate review do not engage in unfair or predatory 
pricing practices. In this regard, we are aware that competitors 
of some postal administrations have made allegations of unfair 
pricing practices. Moreover, Sweden Post was reportedly found in 
1993 and 1994 to have engaged in unfair pricing. 

To provide some better insight into ratemaking by foreign postal 
administrations, we are looking at Canada's ratesetting structure 
for both competitive (nonregulated) and noncompetitive (regulated) 
services and will be briefing the Subcommittee on our results. 
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gmsxiafl 

5. In your November 1995 report to the Subcommittee on the 

Postal Service, you emphasized your support for the Postal 
Service to be able to utilize volume discounting and demand 
pricing principles. Do other posts utilize these principles 
in their respective ratemaking processes? 

Ansiafet 

We do not have specific information on the pricing principles used 
by the postal administrations in all of the other eight countries. 
However, it appears that each of these countries has the 
flexibility to use market-based pricing methods, including volume 
discounting and demand pricing, because there is little or no 
outside review or approval of proposed prices in those countries 
by a regulatory body similar to the Postal Rate Commission. 

As to whether the countries employ volume discounting and demand 
pricing, Australia Post informed us that it does not use demand 
pricing methods such as “Ramsey pricing"^. Some other foreign 
postal administrations Cold us that they use a variety of pricing 
principles and criteria in formulating postal rates and that 
demand is only one of a number of factors considered. For 
example. New Zealand Post said it does not use demand pricing 
methods such as "Ramsey pricing", explaining that "New Zealand 
Post does not use rigid formulas to calculate its prices. While 
market demand will be a factor in assessing price, other factors 
including competitor activity, cost, and product maturity are also 
considered. '' Similarly, PTT Post in the Netherlands also said 
PTT Post did not use demand pricing methods such as "Ramsey 
pricing" alone in setting postal rates, adding that "Ramsey 
pricing is but one of several pricing techniques and principles 
used in the Netherlands." 

Australia Post reported that it did not offer volume discounts in 
addition to worksharing discounts. In contrast, PTT Post said it 
offers published volume discounts and has unpublished discounts 
for very large customers. Canada Post also negotiates some postal 
rates with large customers. The area of rates negotiated with 
large customers is complex because volume discounts can be linked 
to worksharing and thus cost savings. Specifically, it is not 
clear as to the limitations on the Service's authority to use 
volume discounts that are cost-based, meaning that Che rates vary 
on the basis of cost savings that result from handling larger 
volumes of mail. The Postal Rate Commission has indicated that 
such cost-based rates might be justified under the act. Further, 
United Parcel Service claimed that some of the Service's 


^Under Ramsey pricing, an agency would set prices so that, in 
each market segment, the percentage markup would be inversely 
proportional to the elasticity of demand in that segment. 
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international mail rates were improperly reduced through volume 
discounts, but Che court decided that those rates complied with 
the 1970 Act. 


6. Some foreign posts operate pursuant to a "for-profit" 

mandate, as opposed to the U.S. statutory mandate to "break- 
even." Would a profit mandate be prudent for the U.S. postal 
system? Given the fact that the Postal Service has been 
viewed as a source of deficit reduction in the past, and most 
recently by Administration (e.g. the retiree health benefit 
prefunding issue) , what impact would this profit mandate have 
on postal operations? 

AnsMfit, 

A for-profit mandate may warrant consideration by Congress, 
particularly if the mandate is part of an overall Postal Service 
reform initiative that includes some degree of privatization, i.e, 
a change of ownership. Such an initiative would presumably give 
the Service Che flexibility to sec prices and otherwise manage 
itself like a private business, while also continuing to provide 
certain basic mail services to all communities. Also, it would 
require that the Service make business forecasts as a basis for 
setting prices and controlling cost in order to provide both a 
reasonable return on investment to owners and a reinvestment of 
profits in increasing or maintaining future earnings capacity. 

Further, it has been argued that, if the Service is to compete 
with private firms, it should do so on a level playing field. 

This would appear to require Chat the Service set prices 
sufficient to return a profit, as its competitors must do, not to 
just break even. Similarly, the Service is planning major 
investments in new products that are to compete in electronic 
communications markets. If the products are profitable, they 
could help to restrain the growth of postal rates. However, to 
the extent that the Service's ventures into the electronic arena 
are not profitable, all mailers may incur higher mail costs 
through higher postage rates, most of whom have no choice but Co 
use the Service. 

Whether profits generated from a reformed Postal Service should be 
used as payments to the Treasury for deficit reduction or other 
purposes is a question to be decided by Congress. We have not 
determined how such a policy might affect the Service's 
operations. We are aware of one case--the Tennessee Valley 
Authority (TVA) --where such payments were established and 
rationalized as a return of the government's investment. In 1959, 
Congress amended the TVA Act of 1933 to require that TVA operate 
on a financially independent basis by, among other things, issuing 
public debt to finance its electric power program. One provision 
of those amendments was the requirement that TVA make annual 
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payments to the U.S. Treasury as a return on the government's net 
investment in the TVA power program. 

OM e st i aa 

7. One of the significant aspects of the Australian postal 

reform experience is the aunicable labor-management relations 
which Australia Post enjoys. Mr. John testified regarding a 
"Joint dispute settling procedures" and committed the 
organization to participatory management practices. What 
prevents the USPS management and labor organizations from 
entering into a similar agreement? 

hasMsx. 

By way of background, Australia Post has reported that an 
autocratic, top-down style of management contributed to their 
labor problems in the 1980s. Australia Post credits an 
independent advisory commission known as the Industry Commission 
for intervening after disputes had escalated. After a truce was 
declared, union representatives, workers, and managers at one mail 
center met to discuss their problems. A number of other local 
meetings followed and then a national agreement was reached 
between the government and the main postal union, which set out 
the process to guide future relations. 

A barrier to an agreement between the U.S. Postal Service and its 
labor organizations was said to be ongoing contract negotiations, 
including binding arbitration proceedings. It was only after the 
Subcommittee's recent inquiry about the status of such an 
agreement that some progress appears to have been made toward 
getting the two largest unions <che National Association of Letter 
Carriers and American Postal Workers Union) to agree to meet and 
begin discussing a framework agreement for improved relations. 

The Subcommittee's continued monitoring of this critical issue 
might help to encourage the parties to make some fundaunental 
changes in their relations. 

A reason for the lack of any substantial change in Postal Service 
labor-management relations over many years may be the lack of 
sufficient incentives for change. Mail volume continues to grow, 
and the Service continues to obtain approval of rate increases 
every 3 to 4 years. In this growth environment, neither 
cooperative or hard-nosed approaches by the current and previous 
Postmasters General appear to have resulted in improved labor- 
management relations. 

As we reported in September 1994, if the problems we reported 
still remain after 2 years. Congress may want to reexamine 
relevant provisions of the 1970 Act that may constitute barriers 
to improvement . 
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Q.a.s,££iia.o 

8. Many of the postal administrations surveyed cited that their 
reasons for reform were that their current respective systems 
faced serious bureaucratic and political interference, postal 
deficits were draining national treasuries, and labor- 
management problems were leading to a profound distrust of 
the post's ability to perform its functions. This sounds 
like the atmosphere which led to the creation of the Postal 
Reorganization Act. In reviewing reform initiatives, did any 
of these countries consider the current U.S. model? 


We have little information on this question because our review of 
foreign postal administrations focused on the current status of 
postal reforms. One report^ on Canada Post said that the idea of 
transforming the Canadian Post Office Department was "given 
further momentum" when the United States set up the U.S. Postal 
Service." (Canada Post was established as a Crown corporation 
about a decade after the 1970 act that created the U.S. Postal 
Service.) The author of that report noted that "The Canadian 
situation was unlike that in the United States, where the idea of 
a postal Crown corporation did not have to be sold to the postal 
community; outside of immediate government circles, no postal 
constituency was opposed." 

To better respond to your question, we recently submitted the 
following question to foreign postal administrations identified in 
our testimony; Are there any features of the U.S. postal system 
or the U.S. Postal Service that have been used as a model for 
postal service in your country? Three postal administrations, 
Australia Post, New Zealand Post, and PTT Post in the Netherlands, 
all answered "no". We will provide the Subcommittee with other 
responses that we receive. 

Question 

9. GAO refers to the difficulties of making meaningful 

comparisons between the U.S. Postal Service and other postal 
administrations. The Service has compared its postage rates 
to other countries' rates, stating the rates in the U.S. 
Postal Service is operating more efficiently than other 
postal administrations, including those recently reformed? 


^Robert M. Campbell, The Politics of The Post: Canada's Postal 
System from Public Service to Privatization . (Canada: Broadview 
Press, 1994) . 
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&asMai: 

when comparing the U.S. system with mail systems of other 
countries, it is important to keep in mind that detailed 
comparisons of operating characteristics, efficiencies, prices, 
and productivity can be misleading. Postage rates in the United 
States are said to be among the lowest in the world, but this does 
not necessarily mean that the U.S. mail system is operating more 
efficiently than some other postal administrations. The lower 
rates in this country might be explained, in part, by differences 
among countries and postal administrations in the overall mail 
volumes delivered. The volume of mail handled in the U.S. mail 
system is twice the combined mail volume of all eight countries we 
reviewed. This difference would appear to offer economies-of- 
scale advantages of the Postal Service compared to other postal 
administrations . 

Other differences might also affect detailed comparisons among 
countries such as variations in the shape, size, and weight of the 
mail delivered; the geographic density of customers; and, perhaps 
of greatest importance, the degree to which postal customers 
themselves prepare, e.g., presort and prebarcode letters, and 
transport mail before it is accepted by the postal administrations 
for delivery. In this country, the vast majority of the mail 
delivered to homes and businesses has been presorted (and often 
transported) to some degree by mailers. 

Q uest i.oa 

10. GAO does not identify any particular change made for other 
postal administrations chat could be incorporated into the 
U.S. mail system. Are there any changes in universal 
service, the mail monopoly, or ratemaking that GAO believes 
would be appropriate for this country? Are there specific 
cautions that you would offer the Congress when considering 
postal reform in this country? 


Answer 


Regarding universal service, some other postal administrations- - 
such as Canada Post Corporation--have used franchises quite 
extensively to provide certain retail mail services to 
communities. The experience in Canada and possibly some other 
countries with franchised postal retail operations might be 
explored in terms of customer/community acceptance, quality of 
service, and economies achieved. 

Some other countries have redefined and narrowed their mail 
monopolies. We are currently looking at the basis for the current 
scope of the U.S. mail monopoly, i.e., the Private Express 
Statutes, and expect to issue our report in the near future. At 
present, the monopoly covers about 83 percent of the Service's 
total mail volume. Because the purpose of the Statutes is to 
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protect the Service's revenue base so that it can provide 
universal service, it is important to know, when considering 
whether to change the Statutes, how the Service's revenue will be 
affected by such change. Our report will include a range of 
estimates of the effects of relaxing or repealing the Statutes on 
the Service's revenue, cost, and postage rates. 

Regarding ratemaking, some other postal administrations are 
reported to have more flexibility than the Postal Service in 
setting postal rates. We have previously reported that one of the 
areas in need of change is the ratemaking criteria and process 
prescribed in the 1970 Act. The Service is constrained by the act 
in quickly responding to changes in market conditions because all 
of its proposed changes in domestic postage rates are subject to 
extensive outside review by competitors and various other parties 
and ultimately approval by the Postal Rate Commission. Because 
most {over 80 percent) of the Service's mail volume is protected 
from competition by the Private Express Statutes, there is a need 
to ensure, as provided in the 1970 act, that all of the Service's 
prices are sufficient to cover direct and indirect cost and other 
reasonably assignable cost and that the Service does not engage in 
anticompetitive practices. However, there may be alternatives to 
the current review process and criteria for achieving that end. 

As mentioned previously, we are examining the approach followed in 
Canada for setting postage rates and, particularly, for assuring 
that the rates are fair to all customers and meet statutory 
requirements in Canada's Competition Act, which prohibits cross- 
subsidization and unfair competition for all Canadian companies. 

As just one caution regarding changes in the 1970 Act, many of the 
provisions of the act and the associated policies and practices 
that have since evolved are very complex and interrelated. It is 
important, therefore, that the possible effects on the overall 
systems be considered when proposing any particular legislative 
change, Specifically, universal service, ratemaking, and the 
monopoly are all interrelated. According to the Postal Service, 
universal service is not possible without the current scope of Che 
statutory monopoly. One of the principal reasons for the current 
provisions of the act on ratemaking is to help ensure that the 
Service does not abuse the statutory monopoly. Consequently, 
reducing the Postal Rate Commission's role in reviewing proposed 
postage rates, without also reducing the scope of the monopoly or 
in some way ensuring that the monopoly is not abused, would likely 
increase claims by competitors of anticompetitive practices and 
concerns among customers about the fairness of postage rates. 
Similarly, reducing the monopoly without giving the Service 
greater flexibility in deciding how it will provide universal 
rates, e.g., allowing the Service to select more efficient methods 
of providing access to services and to pay competitive labor 
rates, will likely increase postage rates to a greater extent than 
otherwise might be the case. 
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1 4 M&rch 1 996 MaMfiRi Dimtor 

CPOBOX tiriQ 
NELBOURNE VIC JSEI 

T«lCElv>A*«l-2E4ritl 
Fioiinlto n ' 2M TIW 

Mr lohn M McHugh 
Chaimun 

Subcommittee on the Postal Service 
Congress of the United States 
2157 Rayburn House Office Building 
Washington DC 205 1 5-6143 
UNITED STATES OF AMERICA 


Dear Mr McHugh 


I refer to your letter of 6 February 1 996 which reached me only on February 2 1 . 

In the Attachment to this letter, I have provided responses to the written questions 
appended to your letter Please do not hesitate to contact me if you need clarification of 
any outstanding issue. 

Best wishes on your endeavour. 



POST 



269 


aha-Chment 

RESPONSES TQ Q U ESTIONS FROM THE HONORAB L E JOH N M McHUGH 

Ql In your prepared text you discuss the services Australia Post provides through its retail 
outlets, including the processing of passports. Is the Australian Postal Corporation 
dependent on non-traditional postal business to break even/make a profit Do postal and 
nonpostal product lines cross subsidize one another? Similarly, would you expand on your 
comments regarding the Australian Post selling its services to Government Departments? 

A The Australian Postal Corporation trading as Australia Post derives most of its revenue 
and profits fi-om traditional postal bu^ess. In 1994/95, the latest complete financial year, 
Mail Services, Philatelic Products and the Postal Money Order Services generated 92 
percent of corporate revenue, and a commensurate proportion of profits. 

While Australia Post operates its letter service under legislation which gives it exclusive 
rights of carriage over a defined product range, it is otherwise subject to the requirements 
of competition policy, and in particular to the Trade Praaices Act. In short, Australia Post 
is not permitted to, nor does it engage in legislatively proscribed anti-competitive conduct, 
including cross subsidisation from “reserved” to “non reserved” services. 

Apart from the carriage of letters reserved to Australia Post, Government Departments 
purchasing is generally subject to competitive tendering. In this way, Australia Post has 
to compete with other local producers with respect to the supply of services to 
Government. Examples of sales in this category include the supply of courier services, 
unaddressed mail and agency (billpay) services. 

Q2 You mention that many of these reforms were bom of the Industry Commission Inquiry 
which was completed in October 1992. Would you expand a little about this Commission, 
its make-up and mandate, and offer your thoughts on whether an independent Conunission 
study is necessary before reform can be achieved? 

A The Industry Commission is a long established Australian institution. It began in the 
1920's as the Tariff Board when its focus was customs tariffs and tariff protection. In 
1972 it became the Industries Assistance Commission and its focus was expanded to cover 
industry assistance in general. In 1989 its focus was again widened to cover economic 
efficiency in a wider sense, and was renamed the Industry Commission. 

Currently, the Industry Commission operates under the Industry Commission Act 1989. 
The functions of the Commission are “...to hold inquiries and make reports to the Minister 
in respect of such matters relating to industry as are referred to it by the Minister...”. The 
General policy guidelines for the Commission in section 8 of its enabling Act principally 
are: 

“(1) In the performance of its fiinctions, the Commission must have regard to the desire 
of the Commonwealth Government; 


(a) to atcourage the development and growth of Australian industries that are 

efficient in their use of resources, self-reliant, enterprising, innovative and 
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internationally competitive, and, 

(b) to facilitate adjustment to structural changes in the economy and to ease 
social and economic hardships arising from those changes; and 

(c) to reduce regulation of industry (including regulation by the States and 
Territories) where this is consistent with the social and economic goals of 
the Commonwealth Government; and 


(d) to recognise the interests of industries, consumers and the community, 
likely to be affected by measures proposed by the Commission.” 

For the past twenty five years, the Industry Commission and its forebears have 
consistently adopted a pro-competitive stance, advocating the removal of restrictions to 
competition as the major driver for economic efficiency improvement. 


The Industry Cotiunission is an independent advisory statutory body. Its members are 
appointed for fixed terms. While the Commission has no executive powers, it has enjoyed 
considerable influence over policy making, notably in the 1970s. It has developed major 
competence in quantitative economic analysis and modelling, and continues to be an 
important source of policy advice in Australia 

In response to your question on an independent Commission study, 1 believe such a study 
would be generally helpful in eliciting facts and data, and reinforcing public perceptions 
of objectivity, especially if the processes of consultation and inquiry used are public and 
encourage interested parties to express their views. Further than that however, the success 
of reform, in my view, depends on carefully designed solutions which incorporate 
incentives to stimulate the required behaviour 

Q3 You say there are no cross-subsidies, then state the uniform letter rate entails an internal 
cross-subsidy funded within the Post Would you expand on this exchange and comment 
on whether it is necessary to monitor the amount of the cross -subsidy’’ 

A First, it is necessary to clarify the position. Australia Post makes every effort to attribute 
costs to products and services on an objective causal basis, across all postal activities. 
Thus costs are recorded separately for reserved and non reserved services, and for their 
component services. 


With regard to non reserved services , as already indicated above Australia Post operates 
in genwally competitive markets, and postal prices are set conunercially in this sector. As 
already stated above. Post is always careful not to engage in legislatively proscribed 
competitive behaviour, including cross subsidisation. 


In regard to reserved services , the legislated social obligations (including the obligation 
to price uniformly) lead to prices being set on the basis of average costs, and inevitably, 
some services do not recover their actual costs To this extent therefore, there are cross- 
subsidies within the reserved services. 


Second, I would suggest that the quantification and monitoring of the cross subsidy 
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increasingly will be required for the processes if government. For the evaluation and 
efficiency of delivery of social programs (such as those part of the postal service’s 
mission), benefits and costs will need to be measured and matched on an ongoing basis. 

I should add however, that where the postal service is operated on a commercial basis,, 
the evaluation of the cross-subsidy should allow for the fact that some loss making 
activities are undertaken for valid commercial reasons - accordingly, the losses on such 
activities, should be excluded from the aggregate cross-subsidy. 

Q4 As you know, sanctity of the mail is a nuyor U.S. concern and this is typified by restricted 
access to a customer’s mail receptacle. You do not have this restriction and I am very 
interested in having your comments on how you have handled this, particularly, as it 
related to theft of mail or fraud. Would you comment on this? Are outside commercial 
carriers allowed access to deliver to those boxes or receptacles located in postal facilities? 

A In Australia, the customer’s mail receptacle has always been available to Australia Post 
for delivery purposes (but not used for mail to be collected by postal staff) on a non- 
exclusive basis. Other carriers (eg carriers of unaddressed mail), other organisations (eg 
utilities) and private individuals also have access to those receptacles. Of course, some 
parcels carried by Post could not fit into the receptacle, and are delivered to the door or 
made available for delivery at a post office counter. 

Australia Post, like the USPS, has always believed in the sanctity of the mail, and has 
organised its own processes to ensure that high standards of security apply. 

Our experience is that the incidence of theft or fraud has not been affected by our 
practices. 

With regard to private boxes/bags (the receptacles located in postal facilities), Australia 
Post retains exclusive access. 
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Marchs, 1996 


Mr. John M. McHugh 

Chairman, Subcommittee on the Postal Service 
21 S7 Rayburn House Office Building 
Washington, DC 20515-6143 
USA 

Dear Mr. McHugh: 

On behalf of Canada Post Corporation, I would like to thank you for inviting me to take part in 
the joint House and Senate hearing on reform initiahves for the United States Postal Service. I 
certainly appreciate the profound interest your country continues to demonstrate towards our 
postal administration. I hope you fmd our answers helpful as you continue your examination on 
postal reform initiatives for the United States. 

1 wish you the greatest success in your role as Chairman of the House Subcommittee on the 
Postal Service. 

Sincerely yours, 
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1. Operations Improvement 

As you accurately stated, Canada is the largest country in land size in the western hemisphere 
and its population density is far less than the United States. In spite of the need to travel longer 
distances to deliver mail, Canada Post Corporation (CPC) was able to improve our on-time 
delivery from 85% to 97-98% in a decade. These on-time delivery improvements can be 
attributed to a management group determined to improve customer service by motivating its 
employees. 

In 1987, CPC became the first postal administration in the world to implement and publish the 
results of external, independent tests of domestic lettermail delivery perfoimance. These 
independent tests gave employees an opportunity to objectively evaluate and improve their 
performance levels. In 1994/95, Ernst & Young reported that CPC achieved on-time delivery 
97% of the time for properly prepared, local, provincial and national domestic lettermail between 
major urban centres. Since 1989-90, CPC has consistently maintained that lettermail delivery 
performance at or above 96%. 

As well, a National Control Centre was created to monitor service performance. Through this 
Centre and five linked regional control centres - the most sophisticated mail monitoring system 
in the world - CPC uses the best available telecommunications and computer-based technology 
to monitor every aspect of mail movement on a continuous basis. 

While improving on-time delivery, the Corporation also focuses its efforts on operational 
improvements. Surveys performed throughout the world by the International Postal 
Organization show that Canada has the most automated postal administration. Since 1982/83, 
CPC has used two broad standards to measure productivity: pieces of mail processed/hour paid, 
which is a measure of processing productivity; and letter carrier points of delivery /hour pai^ 
which is a measure of delivery productivity of the letter carrier operation. For 1982/83 to 
1994/95, processing productivity has improved 65%, primarily as a result of the implementation 
of advanced processing equipment and other technology. This has been achieved despite the 
significant constraints of work rules in CPC's collective agreements. Work rules relating to 
collection and delivery also restrict CPC's ability to achieve productivity gains. However, in the 
same period and while points of delivery increased nearly 30%, overall delivery productivity 
improved 24% largely through the introduction of community mail boxes and other similar 
equipment. 

Therefore, most productivity gains have resulted from the following initiatives: an equipment 
replacement program to improve lettermail processing; a program for downsizing of 
management and administrative employees; the introduction and expansion of new delivery 
equipment, particularly community mail boxes; restructuring of CPC's retail network through 
franchising; and a program to reduce absenteeism. 
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2. Learniog Institute 

In conjunction with Queen's University and I'fcole des Hautes Etudes Commerciales (HEC), 
affiliated with the University of Montreal, CPC created the Learning Institute in June 1994. This 
$56 million annual training expenditure represents an investment of approximately $1 ,000 per 
employee. This investment continues to play an important role in CPC’s "In Business to Serve" 
program by enhancing customer service and strengthening CPC's contributions to the business 
and social infrastructure of the country. 

The training is being offered in the workplace or at existing facilities, such as community 
colleges and universities. The courses are delivered by Queen's School of Business, HEC and 
in-house trainers, assisted by private-sector specialists. 

Although it is difficult to quantify, the return on the increased investment in learning is reflected 
through the strengthening of our competitive abilities in three key areas. First, the Learning 
Institute helps employees develop a better understanding of the Corporation in the context of our 
markets and the challenges the Corporation is facing. Second, the Learning Institute's programs 
maintain a strong emphasis on customer service, which is a vital element for the Corporation's 
future. Third, leadership training and development is perhaps the most important qualification 
for employees who aspire to promotion and career progression within the Corporation. By 
helping people to prepare for other career possibilities, both the employee and the Corporation 
gain long-term benefits. 

The Corporation's commitment to the Learning Institute clearly demonstrates that we are 
determined to invest in our most important asset: our people. To a great extent, we can buy 
technologies and systems. But people - with the new skills, attitudes and understanding - make 
our business operate efficiently and will determine our success in the future. 
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3. Rate Setting Process 

The establishment of rates for products and services offered by CPC is conducted within a 
complex array of external and internal authorities, policies and process. As noted in my written 
testimony, the basic letter rate is indeed set by Cabinet. Specifically, the setting of rates can be 
further explained by examining statutory and regulatory authority. 

Statutory and Regulatory Authority 

Canada Post Corporation Act 

The Canada Post Corporation Act (“the Act") has specific provisions with respect to the 
establishment of postal rates. The Act obliges the Corporation to have regard to the need to be 
self-sustaining financially while providing a service that is similar to communities of similar 
size. CPC can make regulations with approval of the Governor in Council (GIC) prescribing 
rates of postage. In addition, the Act states that such rates of postage shall be fair and reasotud)le 
and consistent so far as possible with providing a revenue, together with any revenue from other 
sources, sufficient to defray the costs incurred by the Corporation in the conduct of its operations 
under this Act 

The Act defines the external process for approval of modifications of rates established by 
regulation. All proposed rate regulation changes (including proposed removal of certain rates 
from regulation to be set by the Corporation) must be published in the Canada Gazette Part I for 
a period of 60 days inviting interested parties to make representations to the Minister 
Responsible for CPC on the proposed changes. The Corporation reviews these representations 
and seeks its Board of Directors' approval of the final form of the proposed rate regulations. The 
final form of the proposed regulations is submitted by the Corporation to the Minister who must 
forthwith submit these proposals to GIC for their consideration. The GIC has 60 days in which 
to accept or reject the proposed rate regulations (it cannot vary the proposed rates). If GIC does 
not make a decision within 60 days, the proposed rate regulations are deemed approved. 

The authority under the Act to establish rates of postage by regulation is permissive as opposed 
to obligatory. The Corporation has over time sought and received GIC approval for the removal 
of numerous rate categories from regulations thereby reserving the formal, more complex 
external rate regulation approval process primarily for letter mail products that fall within the 
corporation's exclusive privilege and that do not involve incentives for mail preparation. This 
practice recognizes that the rates outside of regulations are those subject to competition or which 
represent operatiorud incentives/discounts from letter rates set by regulation. It should be noted 
that the Act explicitly provides that CPC may prescribe rates of postage outside of regulation 
through customer agreements for bulk mailing, additional customer mail preparation that 
facilitates processing, receiving additional services, or for experimental services for any period 
not exceeding three years. 
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Corporate Plan 

Section 122 of the Financial Administration Act states that each parent Crown corporation shall 
annually submit a corporate plan to the appropriate Minister for the approval of the Governor in 
Council on the recommendation of the appropriate Minister and, if required by regulations, on 
the recommendation of the Minister of Finance and, in practice, the Treasury Board. 

The Corporate plan is perhaps the most important factor related to rate making. It is a continuous 
activity of review and analysis to ensure that CPC is on course to achieving its goals. The 
Corporate Plan expresses how the Corporation intends to meet its objectives with respect to 
products offered, service performance, customer access, employee welfare, and financial 
performance over the coming five-year period, Through the target modelling process, the 
Corporate objectives and profitability goals are translated into functional targets (both revenue 
and cost). To meet its financial objectives, the Corporation in its plans attempts to balance its 
financial requirements among efficiency, business growth, and pricing. 

The Corporation prepares its five-year Corporate Plan and submits it to the Board of Directors 
for approval. The Corporation then submits the Plan to GIC for approval on the recommendation 
of the Minister and, in practice, of Treasury Board. Included in the Corporate Plan is a summary 
of proposed general rate increases by major product area for the five-year period including 
specific references to the basic domestic letter rate. 

U.S. Ratemaking Process 

The regulatory environment in the United States has been characterized by conflict, political 
intervention and substantial influence by direct competitors of the U.S. Postal Service. The 
existing system is burdensome, rigid, political and highly contentious. This system has affected 
dramatically, and detrimentally, the continuing ability of the Postal Service to compete 
effectively. The current system generates barriers that constrain the Postal Service from pricing 
correctly, offering new products and providing enhanced services. This has led to a decline in 
the market share of the Postal Service in a number of competitive markets. 

Hearings before the Postal Rate Commission typically involve interventions from customers and 
competitors of the Postal Service; both groups criticize the pricing and costing methodologies of 
the Postal Service, albeit for different reasons. Customers, for instance, oppose rate increases 
and frequently argue that the costs attributable to products they purchase or utilize are below the 
amounts calculated by the Postal Service. Direct competitors of the Postal Service, such as UPS 
and Federal Express, have a vested interest in hampering the ability of the Postal Service to 
compete by causing it to charge high prices. For these reasons, competitors typically produce 
studies in Commission hearings that show the Postal Service's attributable costs to be above 
those calculated by the Postal Service. Competitors such as UPS and Federal Express intervene 
in virtually all proceedings before the Commission and argue persistently for much higher levels 
of attribution of costs to products that have been proposed by the Postal Service. The result of 
this position can be to require the Postal Service to charge artificially high prices for its products 
or services and render the Postal Service unable to compete effectively on a price basis. 
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The existing regulatory structure in the United States has had an adverse impact on the ability of 
the United States Postal Service to compete effectively in the markets it serves. The current 
system virtually precludes the Postal Service from using pricing to define market niches. In most 
industries, correct pricing is an iterative process in which prices adjust to the changing realities of 
the marketplace. Pricing is also used to identify particular groups of customers who are interested 
in a specific part of a firm's product offering. The rigidities inherent in the existing regulatory 
system in the Unit^l States, however, have led to the result that prices caimot be changed any 
more rapidly than every three years. This severely handicaps the ability of the U.S. Postal 
Service to compete. 

The existing process also limits the ability of the Postal Service to offer new products or services. 
This is the case because the Postal Service requires prior approval from the Postal Rate 
Commission before offering new product or services. Such approval cannot be obtained without 
providing to the Commission extensive prospective cost and market information which, in the 
case of new products, is virtually impossible to obtain or provide. Competitors can utilize the 
regulatory process to achieve the purpose of blocking the introduction of new products, and to 
cause the Postal Service to charge prices that are too high to make the product feasible. The 
process requires the Postal Service to disclose details concerning proposed new products to its 
direct competitors before those products are brought to market. The process enables direct 
competitors to acquire proprietary information concerning existing and new or proposed products 
of the Postal Service. There have even been some indication that competitors have attempted to 
use the Commission's discovery process to demand the production of confidential data or 
information which has little or no bearing on the case at hand. 

The above position taken by our Rate Economics Department and 1 supports several of the 
comments Professor Michael D. Bradley, from George Washington University, has expressed in 
his study, "The Effects of Regulation on the Competitive Position of United States Postal 
Service" (November 17, 1995). 
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4. Labour-Management Relations 

The unionized employees of Canada Post Corporation are organized into four bargaining units 
represented by four different unions. The largest bargaining unit consists of 38,700 employees of 
CPC working in its operational networks and is represented by the Canadian Union of Postal 
Workers (CUPW). The 7,000 employees working in rural offices are represented by the 
Canadian Postmasters and Assistants Association (CPAA). CPC's 3,000 unionized 
administrative, technical and professional employees are represented by the Public Service 
Alliance of Canada (PSAC). The Association of Postal Officials of Canada (APOC) represents 
CPC's 2,800 operational supervisory employees. CPC has separate collective agreements with 
each of these four unions. 

When CPC was incorporated in 1981 as the successor to the Post Office Department (the POD), 
one of the primary objectives of both the federal government and the POD employees and unions 
was improved labour relations. In the 1 4 years of CPC's operations, labour matters have 
continued to be of great importance, In the late 1960's and the 1970's, the POD experienced its 
most unsettled period of labour relations, which culminated in a strike by CUPW in 1975 that 
lasted a record 42 days. Precipitated principally by union opposition to the implementation of 
mechanized mail processing, the 1975 strike ended with a settlement that made major 
modifications to the previous CUPW collective agreement in the form of work rules that 
restricted the operational flexibility of the POD. CPC's current collective agreements still 
contain many of these restrictive work rules, as well as others that were added subsequently. The 
1975 strike was settled through mediation, reflecting the POD'S inability to conclude a collective 
agreement without third party assistance. Of the 14 rounds of collective bargaining with CUPW 
and the Letter Carriers' Union of Canada (LCUC) alone in this final period of the POD, only one 
was completed without third party assistance from mediators, conciliators or arbitrators. On one 
of those occasions, a collective agreement was reached only after back to work legislation and 
binding arbitration. 

When CPC was created in 1981, the implementing legislation prevented both the renegotiation of 
the POD'S collective agreements and changes to its bargaining units, which would otherwise 
have been permitted at that time. In doing so, the legislation deviated from the recommendation 
of the final government report that had preceded conversion of the POD into a Crown 
corporation, which had analyzed organizational issues arising on the conversion. When CPC's 
mandate was first reviewed in 1985, the Marchment Committee recognized the adverse effects of 
the inheritance by CPC and its employees of the labour relations of the POD and recommended 
that CPC’s bargaining units be consolidated and that CPC negotiate to eliminate restrictive work 
rules impeding operating efficiency. 

Although the consolidation into four bargaining units took place in 1988, its practical effect was 
not felt until the 1989-1992 round of negotiations - eight to eleven years after CPC's 
incorporation. In addition, restrictive work rules have remained in collective agreements through 
five rounds of negotiations between CPC and its unions. While the 1994 round produced a 
collective agreement one month before the expiry of the existing one, previous CPC rounds 
involved three strikes and a continued pattern of reliance on third party assistance for concluding 
collective agreements. In 1987 and 1991, back to work legislation and binding arbitration were 
required. 

Since 1991, labour strife - as measured by the decline in the backlog of grievances and other 
factors - has, however, been reduced. In that period, CPC has ensured continuity of service to its 
customers through negotiated, rather than imposed, collective agreements and has avoided both 
strikes and threats of strikes. Other improvements in labour and employee relations have been 
achieved, particularly through the establishment of joint labour - management mechanisms for 
the consideration of workplace issues. 



279 


lO/ 

Mudi6 , 1996 


Mx. Jaba 

Cbmkma of SubccnjBkne oa 
tba TombI Sorvico 
Coc^ftcK of XJoicecl Stpsci 
fCoDiH! ofSoptaMDtiiivea 
CommiRoe on Getrattmtam. Kalbiiii 
andOnettlcbt 

21)7 BJ^bom Houie Qffict BuiMiof 
WMhio^n, DC 20)1)'^143 
XJSA 


Dew Sir 

I hifhly qipieciiiBd the opportaniry to meet ytsa ud youi diatiojuiibed 
coUeeguee in the Commictee on Pastel Serncos sod the kind hotphelicy X owe 
dutiog IS 7 Stay. Xt is nuly ui honour fer me eod Sweden Poet to hsso been invited 
and to inform tbe Co mm it t ee sbouc our exptxieoeet end ideas. We we of coutsc 
piresed to answer any additional questton chat may arisa. With teferenre to your 
Uttar I would like co glee the following 

1) 'Ute system in Sweden has alarays been based on lodivldoally owned maildcoiis or 
mailboses, without any aveltuive righa concerning seems for Sweden Post Ot soy 
odber trpesscor. Ve have no signifiesflt otgativa aaqattiacicc of this system. 

The taaetity of the mail it protected by legislatioa. The iegklados ia dwe context 
does not make any difierence between Sweden Post and orfaer opeiacoa. 

2) On 1 Mandh, 199d, the Sweden Post Public Sctvka Cotpoearien • the 
Oonmcoeni admiaittmioo- was transformed inco a limirod liability comptny. The 
procedure chosen for eonvetaioa was that first nSa mtittf m»d UttMitim tf A* 
foamnasr siwrr tr»mtftrrtd at ioai aaiaa to Postbeiagan AB ( fatatAf a subsadiazy 
of the p ub li c I T frier corporation), whidi was tbeo rataunad Fostes AB. The 
operations of Posigimt were transfoned at book value to a newly ascabUibad 
limited lisbility bank, Poscginit AB. wholly owned by Posters AB. 

Ail operations ate now conducted within a limited liability group whose paranr 
company it Poaten AB. Tbe Paieot Company is 100 per cent Owned by the 
Swedish Stars. 

Since rha middle of the 1980 s Sweden Post has showed good economic rasulcs. 
The equiry has increased hsm f 460 millioa in 1987 co I 1 700 million six yew 
later. At the convetsion the fotiser public service ccapotation’s petwfoii Uahilicy - 
1 1...2QQ miltioa. - itaa bBpkgd as j iiabilior duectly aviniir the imnitv 
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3) Although Sweden meets oompethion od lU msrkets, new lechnotogy i* the 
key &ctDr to the decline in volume* of rteMectioo* at po«o*l tnuntcis aad the 
d tcwju* in etieil volume. With die new technology tretMefrino* can be pet&aned 
eiecRonicelly which make peinee ctatomea and oom|iaiuai lass d q peadwK on pact 
end beok ofiicei. Thi* process wUl ao doubt conunue. These aie no way hade. Out 
ioaa^ is then m reduce the number of post o£Sces and to deweiop a new secvicE 
con cept beacd on co-c^petadon with ptivace entn^nmaim. Instead of maintaining 
ui^stofitabic post officos. Sweden Post can c&r thait caseomeni a famic saevke 
through selected shops in co-opemtion with pclvste shop-owneis. 

Swtsden Post sees the new tadioolc^y and the IT developtnant as a fdend. We mke 
use of tha technology in all oar aarvtces also '"‘•hiding the ttaditional lettet 
boMneat. It is not competscion &oea new cpciaton that is challenging the ictwr. 
The position of the letter as means of comntiinicatinn* is setioiisly under thnasc by 
developments in. technology. In this ntarkec. electronic systatns are gaining niatfccc 
sbare day by day. As I itatad in my cascimony, &X. ePoac, aMail, cDI etc. already 
accounts (or more tbaa balf tha volume of mess^as across botdet*. as well as for 
20 par cent of businass i-nm trumicyf in a country lika Ssseden. 

4) It seems ihar the quotation you ate tefotbog to U ftom Mt Petsson's 
presentation. My inuipretation of dse laa is tbn die abolition of tha monopoly 
also confirmed that the company is on the matkar widiout any administasdve 
safiguaxd*. The basic reason for advocating sasboUtion of the monopoly was that 
the monopoly im longet tepresanosd an efle ctive instnimant. As we were focing taal 
coeapeciuon ftom new tachnaiogy on the nBuker for messages, a monopoly 
legislarlea would be InadaciuBEe. 

We aR now totally dependent on our Own skill and strength to keep Swaden Pose's 
posidon on the maiket. Tha abolition of the monopoly liyblarion ' made it 
absolutely clear to out own scaff and to custometi that a>a have ao oiui to raly on 
but ousselves. 

Siocacaly youfa, 

~JL> 

UlfDahInen 



281 


New Zealand Post t3 


29 February !996 


Elmar Toime 

CMIEP EXECUTIVE 


RECEfVED 

96 WR -k PH 3: 4R 


Mr John M McHugh 
Chairman 

Sub-Committee on the Postal Service 

Committee on Government Reform and Oversight 

House of Representatives 

Congress of the United States 

2157 Rayburn House Office Building 

Washington DC 20515-6143 

USA 


Dear Mr McHugh 

Thank you for your letter of 6 February 1996. 1 appreciated the opportunity to address the 
Joint Committee Hearing as I believe that there is a lot to be learnt from the shared 
international experience in postal reform. As you know, I am keenly interested in postal 
reform and look forward to the eventual recommendations from the Conunittec, 

Q. 1 : Labour Management Reform 

I agree with the sentiment evident in your first question that improving employee 
productivity lies at the heart of achieving successful postal reform. My reference to 
conservative change referred to the regulatory environment - the letter monopoly and 
the exclusivity of the mail box. I formed this view based on my knowledge and 
understanding of the postal market in the USA. 

To change the regulatory environment at the same time as you might change the 
business and commercial structure of the USPS would be too threatening. Customers 
and employees of the USPS could be expected to resist because of the uncertainty so 
posed 

My concept is to hold firm for a given time period (eg three to five years) on the 
regulatory environment, l.vji intr:>1uve real change into how the USPS is managed as a 
commercial company 

In New Zealand Post, management and Board created a sense of urgency through the 
Government-led expectation of deregulation within three years. The monopoly was 
significantly relaxed at that point, but essentially still remains today, nine years later. 

In contrast to my views on slower regulatoiy reform, major change with people needs 
to be done quickly. 


New Zealand Posi Unwed, Private Bag 39990, Wellington. New Zealand. Tetephooa; 64 4 496 4335. Fasciralle: 64 4 4964418 
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Labour management reforms cannot be separated from other areas of commercial 
reform 

I would suggest that first and foremost a prescription is required to establish the USPS 
as a corporate entity - the United States Postal Corporation (USPC). Upon vesting 
day, through an Art of Congress, postal employees will be deemed to be employees of 
the USrc, with broadly similar conditions of employment. Pension liabilities would be 
frozen for existing employees, and future liabilities written into the balance sheet This 
is obviously a complex area, but the aim would be to create, over time, a pension 
structure to match corporates in the private sector. 

The USPC would become responsible for negotiating its collective employment 
contracts. It would use a mandate to be profitable as the lever to reach settlement with 
its own employees. 

You should not underestimate the potential for managers, who have been given full 
responsibility to operate the business, to reach negotiated settlements in the mutual 
interests of the business and its stakeholders. 

Given these full responsibilities, the language of business comes to the fore: variable 
costs, not fixed, productivity (labour lad capital); flexible work practices; customer 
satisfaction; competition; employee satisfaction; incentive rewards systems; and so on 

In New Zealand three factors come to mind which have contributed to our ability to 
make fundamental change in this area of employee contribution. These are: 

• having final responsibility for labour management practices resting within the 
Company; 

• management (and, in time, employee) reward systems which emphasise commercial 
success; 

• having a mandated commitment to growth and commercial freedom. 

So, for example, if productivity growth leads to a decline in employment levels, thtare 
are nevertheless business mechanisms in place targeting future growth and therefore, 
eventual better job security. 

Make no mistake, labour reform is as much about attitudinal change as it is about 
working conditions. Congress may be able to influence the latter, but it cannot directly 
attack the first. The best it can do is put the business environment for change in place. 

Q.2 Rates 

You have asked about New Zealand Post’s authority to set prices. As I explained in my 
evidence New Zealand Post is free to introduce new products and to establish the prices 
for those products without reference to any Government agency. Pricing decision are 
decisions for the Board and are not subject to supervision. 
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There is one exception. That relates to a service known as the standard letter service 
which provides one to three day delivery for letters throughout New Zealand. There is 
a price cap relating to this product. It is the only product reflated in this way. The 
price cap mechanism which is established in a contract between New Zealand Post and 
the Government (Deed of Understanding) enables New Zealand Post to increase the 
price of the standard letter service according to a formula (the movement in the 
Consumer Price Index since the last price increase minus 1%). The last price incr«ise 
for the standard letter service was in 1992. At that time the price increased from 
NZ$0.40 cents to NZ$0.4S cents. Movements in the Consumer Price Index since that 
date would enable New Zealand Post should it wish to, to increase the price of the 
standard letter service to NZ$0.50 cents. In fact in October 1995 New 2^vid Pofl 
reduced the price of this serrice to NZ$0.40 cents. This reflected our determination to 
ensure that letters remain a cost efTective means of communication for business mailers. 
The decision - which was extremely well received by New Zealand Post’s customers - 
has stimulated increased letter volumes since its introduction. 

Pricing decisions are often made quickly. They need to be to enable the Company to 
respond to movements in the dynamic and competitive markets in which we operate. 
There is no prescribed process which we require people to go through to establish a 
new price. The Board gives final approval for key price changes. 

You would be surprised at the rapidity with which New Zealand Post can make pricing 
decisions. The longest process may well be the gap between announcement and 
efTective implementation. As a policy, we provide for a minimum of one month notice 
for a price change. For our recent price reduction, we allowed for a three month advice 
period, to allow the public to work through stamp stock levels. 

Q.2b To Be Successful* 

New Zealand Post was established undo' the State Owned Enterprises Act 1986. This 
means that it is a company incorporated under New Zealand company law which has as 
its shareholders two hifinisters of the Crown, the Ministers of Finance and State Owned 
Enterprises. The State Owned Enterprises Act establishes the objectives for these types 
of Crown trading enterprises. Section 4 of that section provides: 

“Principal objective to be successful business • (I ) The principal 
objective of every State enterprise shall be to operate as a succexful 
business and, to this end, to be - 

(a) As profitable and ejficient as comparable businesses that me not 
owned by the Crown: and 

(b) A good employer; and 

(c) An organisation that exhibits a sense of social responsibility by 
having regmd to the interests of the community in which it operates 
and by emkavouring to accommodate or encourage these when able 
to do so. " 
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Balancing these competing requirements is not easy. However the Courts have 
recognised the importance of State Enterprises taking a broad commercial focus in 
decision making. Although some Company decisions • such as the restructuring of the 
network of post offices in 1987 - have been challenged on the basis that the Company 
has failed to “exhibit a sense of social responsibility” as required under Section 4(2Xc) 
of the Act the Courts have rejected those challenges on the basis that the wider 
obligation to achieve success has required these difficult decisions to be taken. 

New Zealand Post does however take its social responsibilities seriously. These are 
recorded in the Deed of Understanding referred to above. I have attached a copy of 
that Deed and of the State Owned Enterprises Act to this submission for your 
information. We believe that our continued success will be built around service, price 
and product innovation. 

Q.3 The Legislative Change Process 

The third question which you have posed accurately describes the environment in which 
the State Enterprise reforms were introduced as being “a crisis atmosphere”. That does 
not understate the position. The New Zealand economy was performing poorly. There 
was high inflation. Productivity was low and living standards had declined. The need 
for radical reform was understood by most of the population. It is probably not too 
sensational to say that the economy either needed to be radically reformed or it faced 
collapse. It is true that this environment made it easier for New Zealand Post to 
communicate the need for change - which is perhaps an ingredient in successful labour 
reform. However, having said that, it is appropriate to acknowledge that the politicians 
in Government at that time were prepared to take risks to achieve radical reform greater 
than any which has been introduced in New Zealand ance the Second World War. 

Much of the credit for the improvement in the performance of State sector trading 
enterprises and of the New Zealand economy as a whole must be attributed to those 
political leaders. New Zealand Post was established with a legislative fiamework which 
enabled (indeed dictated) success. 

However, I do feel confident in saying that the State Enterprise model upon which New 
Zealand Post is based, whether fortuitously or by grand design, is particular well suited 
to achieving the aims of structural reform. Crisis produced the model, but we can all 
adopt the model. 

Q.4 Board 


As you recognise in your fourth question leadership is a critical factor in achieving 
corporate change. The Board of New Zealand Post has played a central role in 
providing that leadership, They are not an honorary board. They carry exactly the 
same responsibilities as are faced by the directors of other companies. Given the 
responsibilities placed on them they are remunerated for their services. We have no 
difficulty with this. 
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It is critically important that we have as Board members people with a broad 
commercial experience. We will not attract appropriately qualified people if we cannot 
pay them for their services. Remuneration levels are broadly comparable to private 
sector rates. Incidentally, no executives sit on the Board as Directors. All Directors 
are part-time - that is they come together only for Board or Committee meetings. 

I trust that the above answers the questions you have posed If you would like any ftirther 
information or if you, or any member of your Sub-committee wish to discuss any of these 
issues please do not hesitate to contact me. I would be very pleased to recave a commission 
to provide resources to work in more detail or in a consultancy mode with your advisors. 

I have sent a copy of these papers to Mr Marvin Runyon. 


Yours sincerely 



Elmar Toime 
CHIEF EXECUTIVE 


cc: Mr Marvin Runyon 
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